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REVIEW  OF  THE  SBA  PROCUREMENT 
ASSISTANCE  PROGRAMS 


THURSDAY,  MARCH  2,  1995 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:33  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Jan  Meyers  (chair- 
woman of  the  committee)  presiding. 

Chairwoman  Meyers.  The  committee  will  come  to  order. 

This  morning,  the  Committee  on  Small  Business  will  be  hearing 
testimony  on  the  procurement  assistance  programs  at  the  SBA. 
First,  however,  we  are  going  to  hear  from  Philip  Lader,  the  Admin- 
istrator of  the  SBA. 

As  Members  will  recall,  earlier  this  week  the  committee  heard 
from  a  number  —  well,  from  three  former  administrators  of  the 
SBA  on  their  historical  views  of  the  SBA's  performance,  mission 
and  responsibilities.  Unfortunately,  Mr.  Lader  was  unable  to  at- 
tend at  that  time.  Therefore,  at  his  request  and  because  we  want 
to  hear  the  administration's  overview  of  today's  SBA,  we  are  hear- 
ing his  presentation  now. 

Afterwards,  Mr.  Lader  will  entertain  questions  from  the  Mem- 
bers, and  I  hope  he  will  be  able  to  stay  for  at  least  some  of  the  pro- 
curement assistance  hearing. 

Chairwoman  Meyers.  Mr.  Lader,  we  are  glad  to  have  you  with 
us. 

TESTIMONY  OF  FKJLIP  LADER,  ADMINISTRATOR  OF  THE 
SMALL  BUSINESS  ADMINISTRATION;  ACCOMPANIED  BY 
MARY  JEAN  RYAN,  SENIOR  FINANCE  EXECUTIVE;  PATRICIA 
FORBES,  SENIOR  FINANCE  EXECUTIVE;  ROBERT  NEAL,  AS- 
SOCIATE DEPUTY  ADMINISTRATOR;  ROBERT  STILLMAN,  AS- 
SOCIATE ADMINISTRATOR  FOR  INVESTMENT;  MARTY 
TECKLER,  DEPUTY  GENERAL  COUNSEL;  DORIS  FREEDMAN, 
DEPUTY  CHIEF  COUNSEL  FOR  ADVOCACY;  BERKIE  KULIK, 
ASSOCIATE  ADMINISTRATOR  FOR  DISASTER  ASSISTANCE; 
AND  DOUGLAS  CRISCITELLO,  DEPUTY  ADMINISTRATOR  FOR 
MANAGEMENT  AND  ADMINISTRATION 

Mr.  Lader.  Madam  Chair,  thank  you  very,  very  much  for  this  op- 
portunity to  come  today  and  to  add  our  thoughts  to  what  my  prede- 
cessors provided  to  you. 

Congressmen,  counsel,  to  others  who  will  be  joining  you,  let  me 
introduce,  if  I  might,  my  colleagues  who  are  here  who  will  be  avail- 
able to  respond  to  particular  questions. 
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You  know  quite  well  Mary  Jean  Ryan  and  Patty  Forbes,  two  of 
our  senior  finance  executives  who  are  such  great  help. 

If  I  might  ask  my  other  colleagues  to  raise  their  hands  as  I  iden- 
tify them. 

Robert  Neal,  who  will  be  testifying  before  you  today,  Government 
Contracting  and  Minority  Enterprise  Development;  and  Bob 
Stillman,  our  Associate  Administrator  for  Investment;  Marty 
Teckler,  long-time  Deputy  General  Counsel;  Doris  Freedman,  our 
Deputy  Chief  Counsel  for  Advocacy. 

Berkie  Kulik,  who  is  affectionately  known  as  the  master  of  disas- 
ter and  celebrating  a  birthday;  Doug  Criscitello,  who  is  helping  us 
on  the  budget  front. 

There  will  be  others  as  we  continue. 

Let  me  ask,  Madam  Chair,  if  I  might,  if  the  testimony  that  has 
been  prepared  might  be  submitted  for  the  record. 

Chairwoman  Meyers.  Yes,  without  objection. 

Mr.  Lader.  Thank  you. 

I  might  turn  then,  if  I  can,  to  these  charts  and  explain  how,  in 
the  context  of  what  my  predecessors  pointed  out  to  you  the  other 
day,  we  have  been  moving  increasingly  at  the  SBA  to  what  we 
term  a  public-private  partnership,  I  hope  that  the  result  of  the 
hearings  you  are  having  this  month  and  the  continued  work  we  are 
doing  in  the  administration  will  be  even  more  so. 

The  biggest  challenge  we  are  finding,  though,  is  that  oftentimes 
—  and  you  see  this  in  testimony  that  you  have  been  receiving  — 
people  are  referring  to  programs  and  facts  that  are  no  longer  true 
todaj^.  Like  the  Oldsmobile  ad,  referring  to  your  fathers  Olds- 
mobile,  the  point  we  have  to  keep  making  is  this  is  not  your  fa- 
ther's SBA  Let's  focus  on  where  we  are  today.  That  is  what  I  will 
be  focusing  on  in  my  remarks  this  morning. 

Some  of  the  key  numbers  about  the  SBA  for  the  overview  per- 
spective —  our  current  portfolio  includes  about  137,000  financings. 
That  comprises  almost  $23  billion.  Yet,  oftentimes,  when  we  hear 
someone  say,  well,  SBA  really  doesn't  help  all  small  businesses. 
There  are  20  million  small  businesses,  and  only  137,000  of  them 
have  had  financial  help  currently  from  the  SBA.  I  point  out  that 
137,000  is  a  very  significant  number,  and  our  business  is  not  to 
help  all  small  businesses  with  financing.  That  is  the  role  of  banks 
and  the  private  sector. 

But  in  terms  of  our  technical  training,  education  assistance,  last 
year  more  than  1  million  small  businesses  received  assistance  from 
SBA  and  our  partners.  That  is  a  very  considerable  number  nation- 
wide. 

As  a  taxpayer,  the  principal  concern  I  have,  out  of  this  $23  bil- 
lion loan  portfolio,  what  is  the  taxpayer's  exposure?  I  am  pleased 
to  present  to  you  today  that  our  loss  rate  is  about  1.3  percent.  It 
compares  very  favorably  with  private  sector  lending  institutions. 
Very  important,  90  percent  of  our  loan  portfolio  is  current  in  their 
payments  -—  in  other  words,  within  30  days  of  the  due  date.  It  is 
a  very  healthy  portfolio. 

If  you  look  at  what  has  happened  with  our  education  and  train- 
ing and  financing  efforts,  more  than  400,000  jobs  were  created  or 
retained  last  year  through  the  work  of  the  SBA  and  our  partners. 
As   Berkie  could   explain  better  than   I,   our  disaster  work  has 
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touched  every  single  State  in  the  Union,  every  State  represented 
in  this  committee.  About  250,000  current  loans  are  in  our  disaster 
loan  portfolio,  and  they  comprise  about  $5.5  billion. 

But  if  you  look  at  the  financing  programs,  the  education,  the 
Government  contracting  program  you  will  be  discussing  later  this 
morning,  the  total  cost  to  the  taxpayers  of  all  of  the  SBA's  oper- 
ations is  about  $750  million,  our  budget  request  for  next  year.  Yet 
that  $750  million,  because  we  are  a  public-private  partnership,  will 
this  year  generate  about  $15  billion  of  private  capital  invested  in 
or  loaned  to  small  businesses. 

So  as  we  look  at  the  kind  of  astounding  leverage,  $750  million 
of  tfixpayer  dollars  generating  $15  billion  of  private  sector  invest- 
ment in  small  businesses  —  and  that  $750  milHon,  as  I  have  told 
you  before,  is  less  than  the  taxes  paid  by  just  three  companies 
which  got  critical  help  from  SEA  in  their  early  stage  of  growth  — 
Apple  Computer;  Intel,  the  chip  maker;  and  Federal  Express.  Their 
taxes  are  more  than  the  whole  budget  of  SBA. 

But  to  provide  an  overview  as  to  today's  SBA,  not  your  father's 
SBA,  I  like  to  use  this  portfolio  to  make  the  case  in  which  there 
are  four  separate  file  folders  or  portfolios  in  which  the  broad  array 
of  SBA  programs  can  be  categorized. 

At  every  one  of  the  State  hearings  we  have  been  having  leading 
up  to  the  White  House  Conference  on  Small  Business  in  June,  we 
hear  over  and  over,  as  you  have  been  hearing  in  testimony,  that 
access  to  capital  continues  to  be,  even  with  an  ease  of  the  credit 
crunch,  a  major  need  of  small  business. 

Second,  money  alone  isn't  enough.  Education  and  training  is  es- 
sential. 

Third,  the  SBA's  role  in  advocacy  and,  as  you  will  be  focusing  on 
today,  contract  opportunities. 

Then  the  fourth  area  of  our  work,  as  we  categorize  it  in  this  way, 
is  what  I  call  the  SBA  nobody  knows.  I  will  hold  that  out  as  a  mys- 
tery and  get  back  to  that  in  a  few  minutes. 

If  we  look  first  at  access  to  capital,  what  is  of  most  interest  to 
me  is  the  phenomena  that  has  occurred  in  just  these  last  4  years. 
Because,  as  you  see  the  growth  of  financing  made  possible  through 
SBA,  it  has  grown  in  1992  from  $7.5  billion  to,  last  year,  $11.5  bil- 
lion. The  number  of  businesses  impacted  by  the  SBA  financing  has 
grown  fi-om  32,000  to  double  that  number,  67,000,  just  in  these  4 
years. 

As  I  pointed  out  in  the  7(a)  hearing,  we  have  been  doing  this  by 
trying  to  drive  down  the  size  of  the  average  loan.  So  that,  in  1992, 
the  average  7(a)  loan  was  about  $250,000.  The  average  7(a)  loan 
this  year  will  be  $139,000. 

We  believe  in  helping  the  smaller  businesses,  the  most  under- 
served  segment  of  the  small  business  community.  But  this  is  what 
is  most  telling,  the  cost  to  the  taxpayers. 

Even  with  this  tremendous  growth  from  $7.5  to  $11.5  billion  and 
a  doubling  in  the  number  of  businesses  getting  financing  through 
the  SBA,  the  cost  to  the  taxpayers  —  I  ask  you  to  focus  on  this 
with  me  —  the  cost  to  the  taxpayers  has  gone  down  from  $327  mil- 
lion to  $284  million  through  the  changes  in  our  7(a)  and  other  fi- 
nancing programs.  We  believe  they  are  more  efficient  today  than 


they  were  even  in  1992,  and  certainly  more  efficient  than  when  we 
were  involved  in  direct  lending  programs  in  the  1980's. 

This  is  another  way  of  looking  at  it.  If  you  go  back  to  the  early 
1980's  —  and  you  heard  some  testimony  on  this  from  my  prede- 
cessors the  other  day.  In  1982,  for  example,  the  total  amount  of 
SBA-related  financing  was  $3  billion.  That  has  grown  from  $3  bil- 
lion to  almost  $12  billion  today,  a  400  percent  increase  as  we  have 
moved  out  of  the  role  of  retailer  to  wholesaler,  out  of  direct  lending 
into  guaranteed  lender. 

In  that  period  of  time  —  and  this  is  a  case  study  for  all  Federal 
agencies,  I  would  hope  —  we  have  gone  from  4,800  employees  to 
3,600  employees. 

So  in  the  same  period  of  time  that  SBA  financing  has  had  a  400 
percent  increase  in  dollar  value,  our  employees  have  had  a  25  per- 
cent decrease,  a  trend  that  I  suspect  you  see  in  very  few,  if  any 
other,  Federal  agencies. 

I  explained  —  and  I  won't  take  the  time  today  again  —  as  we 
talked  about  the  7(a)  Program,  the  biggest  misconception  that  we 
face  is  individuals  who  think  this  is  a  Government  handout  or  Gov- 
ernment giveaway  program.  In  fact,  as  you  know,  there  are  7,000 
private  sector  lenders,  banks  and  nonbank  lenders,  who  use  their 
own  capital,  and  they  do  so  because  of  the  subsidy  that  Congress 
appropriates. 

Currently,  the  rate  is  2.74  percent.  What  that  means,  as  you  well 
know,  is  for  every  hundred  dollars  loaned,  of  private  capital.  Con- 
gress appropriates  a  savings  account  of  $2.74  for  potential  future 
losses.  So  all  of  that,  through  the  repayment  to  lenders,  the  second- 
ary market,  the  loan  losses  which  are  covered  by  the  subsidy,  pro- 
vides the  liquidity  for  the  7(a)  Program,  which  is  really  the  founda- 
tion of  our  financing  program. 

As  I  pointed  out  in  the  review  of  the  7(a)  portfolio,  currently  we 
are  90  percent  current  in  our  loan  portfolio.  The  reason  I  repeated 
that  again  today  is  because  of  some  questions  that  came  up  with 
my  predecessors'  testimony. 

If  you  look  back  to  1982,  the  currency  rate  was  72  percent.  So 
today,  as  we  see  it  rising  to  90  percent  of  the  loans  being  repaid 
within  30  days  of  the  due  dates,  I  think  you  see  a  very  significant 
improvement  from  what  some  would  say  was  our  father's  SBA. 

As  you  look  at  the  average  loan  size  —  I  repeat  from  my  testi- 
mony to  you  a  few  weeks  ago.  As  we  have  gone  just  from  1991  with 
20,000  7(a)  loans  to  three  times  that  number,  56,000  this  year,  a 
key  factor  is  that  one-third  of  the  loans  in  1991  were  under 
$100,000.  This  year,  two-thirds  of  the  loans  will  be  under  $100,000. 
Again,  the  emphasis  is  on  getting  the  SBA  funding  to  America's 
smallest  businesses. 

The  second  step  in  which  you  will  be  having  further  testimony 
in  a  separate  hearing,  is  the  SBIC  program.  I  simply  want  to  pro- 
vide this  very  brief  overview. 

Under  today's  SBIC  Program,  very  imlike  that  of  20  years  ago 
or  even  of  2  years  ago,  the  venture  capitalist  who  wants  to  start 
an  SBIC  raises  private  capital.  But  a  critical  difference  today  from 
just  a  few  years  ago  is  we  require,  thanks  to  legislation  you  pro- 
vided, that  30  percent  of  the  capital  must  come  from  investors  un- 
related to  the  venture  capitalist. 


So  not  only  does  the  venture  capitalist  look  at  the  potential  in- 
vestments under  his  or  her  microscope  and  not  only  is  the  SBA  and 
the  GAO  and  our  IG  looking  over  the  venture  capitalist's  shoulder, 
but  the  private  investors  are  now  unrelated.  At  least  30  percent  of 
the  capital  is  unrelated.  They  are  looking  over  the  shoulders  of  the 
venture  capitalists. 

Then  the  SBIC  raises  additional  funds,  1,  2,  or  3  to  1  leverage, 
through  a  debenture  or,  as  a  result  of  recent  action,  a  participating 
security.  That  gets  other  private  investors  to  look  over  the  shoulder 
of  the  venture  capitalist,  putting  in  additional  private  capital  to  the 
SBIC,  which  is  then  made  available  to  the  most  promising  entre- 
preneurial ideas  and  enterprises. 

Now  there  had  been  a  mismatch  the  way  the  program  was  orga- 
nized up  until  just  2  years  ago.  Because  the  entrepreneur  had  to 
be  paying  funds  back  to  the  SBIC,  often  before  the  business  was 
sufficiently  mature  to  have  the  funds  to  be  paying  back,  a  mis- 
match in  timing. 

Today,  thanks  to  the  participating  security,  the  entrepreneur 
doesn't  have  to  be  paying  the  funds  Dack  to  the  SBIC  until  divi- 
dends can  be  paid,  the  company  goes  public  or  things  go  sour  — 
there  is  a  liquidation.  So,  in  that  case,  there  is  a  better  match  in 
the  repayment  of  funds  to  be  able  to  meet  the  SBA  guarantee  of 
the  debenture  or  the  participating  security. 

If  I  can  take  this  one  snapshot,  not  just  of  your  father's  SBA  but 
of  SBA's  SBIC  Program  2  years  ago,  there  are  some  critical  dif- 
ferences often  misunderstood  by  journalists. 

If  you  look  at  the  financing  of  companies  by  SBIC's  in  1992,  it 
amounted  to  $400  million.  Last  year,  double  that  amount,  almost 
a  billion  dollars  of  financing  of  small  companies,  through  the  SBIC 
Program,  a  very  significant  growth. 

Of  the  new  private  capital  of  new  licensed  SBIC's,  in  1992,  this 
program  attracted  only  $24  million  of  private  capital.  Last  year,  we 
went  from  $24  to  $520  million  of  new  capital,  a  20-fold  increase  in 
the  private  investment  in  the  program. 

This  is  perhaps  the  most  telling  issue.  The  average  capital  of  a 
new  licensee  in  1992  was  $2.5  million.  The  average  capital  of  a  new 
licensee  last  year  was  not  $2  million  but  $15  million.  What  that 
says  is  that  you  can  afford  more  sophisticated  and  experienced 
management  of  the  SBIC.  You  can  have  a  broader  portfolio  of  com- 
panies, greater  diversification.  Obviously,  there  is  much  improved 
capitalization  of  the  SBIC  today  than  there  was  even  up  to  2  years 
ago. 

What  is  the  cost  to  the  taxpayer?  $12  million  generating  a  half 
a  billion  dollars  in  1992;  $34  million  generating  almost  a  billion 
dollars  last  year. 

So  you  see  again  the  very  significant  leverage  involved  in  this 
program.  That  has  been  possible  because  previously  we  had  only 
the  debt  instrument.  With  this  participating  security  now,  very  dif- 
ferent from  the  way  the  program  was  organized  2  years  ago,  there 
is  now  an  equity  instrument  that  allows  a  better  match  of  the  re- 
payment of  funds  to  the  SBIC. 

I  am  ofi:en  asked,  if  you  talk  about  the  financing  done  through 
SBA,  why  do  you  have  so  many  different  programs?  Why  isn't  the 
7(a)  Program  sufficient  in  and  of  itself? 


Well,  the  SBIC's,  of  course,  provide  something  the  7(a)  Program 
can't,  long-term,  patient  capital,  through  subordinated  debt  or 
through  equity  investment.  Similarly,  the  504  Program  provides 
another  filler  for  a  major  gap  in  capital  needs  in  small  businesses. 

Let  me  give  this  example.  A  small  business  is  improving,  is  grow- 
ing, but  it  wants  to  improve  its  capital.  Or,  I  should  say,  add  on 
more  physical  space  to  its  physical  plant  or  to  get  more  capital 
equipment.  It  can't  afford,  through  its  cash  flow,  to  sacrifice  cash 
flow  for  that,  for  short-term  financing.  It  needs  longer-term,  fixed- 
term  financing  for  the  capital  expenditures. 

So  what  this  business  will  do  is  use  10  percent  of  its  own  capital 
through  the  504  Program  to  expand  its  physical  plant.  Then, 
through  an  SBA-guaranteed  debenture,  it  will  get  other  private  in- 
vestors, through  a  certified  development  company  that  is  commu- 
nity-based, to  provide  40  percent  of  the  expansion  of  its  plant  and 
get  a  commercial  bank  or  a  nonbank  lender,  traditionally  a  com- 
mercial bank,  to  provide  50  percent. 

So  it  is,  again,  a  public-private  partnership  —  10  percent  of  the 
business's  own  capital,  40  percent  of  other  investor  through  a  CDC 
and  50  percent  through  a  private  lender. 

But  I  want  to  point  out  in  this  program  this  enables  the  already 
successful  small  company  to  expand  in  a  way  that  doesn't  use  up 
its  immediate  capital  but  allows  a  longer-term  fixed-term  financ- 
ing. It  has  an  astoundingly  successful  subsidy  rate  —  0.57  percent. 
What  that  means  is  for  every  hundred  dollars  guaranteed  by  SBA 
the  cost  to  the  taxpayers  is  57  cents,  attracting  50  percent  of  the 
financing  from  a  private  lender  and  encouraging  10  percent  of  the 
investor,  the  business  putting  in  its  own  funds. 

If  we  look  at  the  growth  of  the  504  Program,  which  you  will  be 
addressing  in  more  specifics,  look  at  the  growth  from  1991  to  1994. 
We  have  gone  from  a  total  of  1.2  billion  in  the  504  Program  to  $3.5 
billion.  But  what  is  most  telling  to  me  is  the  private  capital  has 
gone  from  $800  million  to  $2.2  billion. 

You  see,  again,  the  public-private  partnership  genius  of  this, 
where  the  guaranteed  portion  encourages  much  greater  private  sec- 
tor investment  in  a  program  that  is  addressing  not  the  startup 
companies  but  the  growing  companies  that  need  capital  for  their 
own  plant  expansion  or  new  capital  equipment. 

I  come  back  to  this.  Money  alone  for  small  businesses  is  not  suffi- 
cient. Equally  important  is  education  and  training.  The  small  com- 
panies cannot  afford  some  of  the  high-priced  management  consult- 
ants and  accounting  firms  that  provide  large  American  corpora- 
tions that  type  of  assistance. 

If  you  look  at  the  number  of  businesses  which  have  received  edu- 
cation and  training  through  SBA  Programs,  this  is  very  clearly  not 
your  father's  SBA.  Growing  firom  1980  to  here,  you  see,  1994,  about 
a  million  small  businesses  receiving  education  and  training  assist- 
ance through  our  SBA  resource  partners. 

But  the  genius  here,  too,  is  public-private.  Because  it  is  not  just 
SBA  doing  it.  Let  me  point  out  our  partners  in  providing  this  edu- 
cation and  training,  some  of  whom  are  represented  here  todav  — 
I  am  especially  proud  of  SCORE,  retired  executives  in  383  chap- 
ters, about  13,000  individuals  who  volunteer  their  time  to  counsel 


small  businesses,  bringing  the  wealth  of  their  experience  in  man- 
agement to  small  businesses  around  the  country. 

Generationally,  just  as  we  deal  with  some  of  our  senior  citizens 
generationally,  it  is  interesting  to  look  at  SBA  on  line.  I  am  told 
that  our  SBA  on-line  computer  program  serves  as  —  is  accessed  by 
as  many  as  or  more  than  frankly,  any  of  the  other  Grovernment 
programs  that  we  have  on  line  today. 

The  Small  Business  Development  Centers  are  currently  at  900 
locations  around  the  country.  As  you  know,  for  every  dollar  of  Fed- 
eral money  in  those,  there  must  be  at  least  $1  of  a  State  match. 

At  the  900  locations  —  35  percent  of  them  are  located  in  rural 
areas.  So,  oftentimes,  the  accusation  that  SBA  is  focusing  just  on 
urban  growth  is  just  not  accurate.  In  fact,  if  you  look  at  tne  num- 
ber of  businesses  SBDC's  counseled  last  year,  45  percent  of  them 
were  rural-based  businesses  —  many  of  whom,  urban  as  well  as 
rural,  are  women-  and  minority-owned  businesses. 

We  look  at  exports.  I  find  it  astounding  how  little  media  coverage 
there  is  of  this  phenomena.  Sixty-three  percent  of  all  of  export  dol- 
lars generated  in  America  come  from  small  businesses,  63  percent. 
That  is  why,  amongst  our  many  export  programs,  we  are  expand- 
ing the  15  USEAC,  the  export  assistance  centers,  done  with  the 
Department  of  Commerce  and  the  Export-Import  Bank  to  help 
small  businesses  with  export  assistance. 

One  of  the  programs  I  am  most  proud  of  in  this  public-private 
partnership,  the  Business  Information  Centers,  the  BIC's.  Cur- 
rently, we  have  15.  By  the  end  of  the  year,  we  will  expand  to  40 
public-private  BIC's. 

Most  recently,  I  was  proud  to  participate  in  Baltimore  with  the 
opening  of  a  storefront  BIC  with  NationsBank  and  Bell  Atlantic  as 
our  partners.  The  small  businessperson  going  into  that  will  find 
not  only  all  the  business  periodicals  that  the  small  businessperson 
can't  afford  to  subscribe  to  but  the  latest  in  computer  equipment 
being  provided  by  these  private  sector  partners,  software  to  help 
them  develop  business  plans,  as  well  as  the  SBA  staff  to  help  them 
with  counseling. 

Something  else  very  different.  I  have  there  in  front  of  me  a  stack 
of  SBA  brochures.  In  the  past,  we  printed  all  these  brochures  and 
made  them  available  free.  We  have  been  criticized,  but  we  think 
it  is  appropriate. 

This  year,  they  are  for  sale,  and  we  are  testing  the  market.  If 
there  is  a  market  for  those  kinds  of  publications,  people  are  buying 
them,  we  will  continue  printing  them,  publishing  them.  If  there 
isn't  the  market,  we  will  discontinue  that.  It  is  a  test  of  the  mar- 
ketplace. 

Well,  that  is  a  summary  of  our  education  and  training. 

But  the  third  area  of  our  focus  is  advocacy  and  contract  opportu- 
nities. 

The  first,  advocacy.  We  are  not  just  cheerleaders.  It  is  an  impor- 
tant part  of  the  role,  and  my  predecessors  indicated  advocacy,  tney 
thought,  was  a  central  part  of  SBA's  role,  trying  to  make  sure  that 
our  sister  agencies  don't  forget  how  regulations,  paperwork,  impact 
small  businesses. 

Frankly,  it  is  a  lot  more  than  cheerleading,  because  our  advocacy 
office  every  day  is  reviewing  potential  and  new  additions  to  the 
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Federal  Register  and  trying  to  bring  to  light  the  very  direct  impact 
that  these  have  on  small  businesses. 

We  are  seeing  in  Government  contracting  what  you  are  going 
into  today,  a  phenomena  that  has  not  yet  I  think  been  understood 
by  many, 

I  only  offer  this  insight.  The  yellow  bars  represent  Federal  pro- 
curement dollars.  You  see  how,  since  1991  through  last  year,  there 
has  been  a  decrease  in  Government  spending,  a  decrease  in  Gov- 
ernment procurement. 

During  this  period,  the  orange  represents  the  percentage  of  small 
business  contracts  in  Government  procurement.  That  has  remained 
near  constant.  But  because  the  overall  amount  has  gone  down,  that 
means  that  small  business  is  getting  a  somewhat  bigger  percentage 
of  Government  procurement  dollars. 

But  this  is  the  key  to  point  out.  The  blue  is  minoritv-  and  dis- 
advantaged-owned  businesses.  The  red  is  women-owned  businesses. 
If  you  see  the  percentage  that  they  comprise  of  the  total  amount, 
you  see  we  still  have  a  very  long  way  to  go  of  opening  the  doors 
of  Government  procurement  to  disadvantaged-,  minority-  and 
women-owned  businesses. 

I  talked  before  of  the  SBA  nobody  knows,  the  disaster  side  of  our 
operations.  We  believe  that,  while  FEMA  performs  excellent  serv- 
ices today  and  its  director  has  turned  what  in  the  past  oftentimes 
has  been  a  disaster  to  a  very  effective  disaster  relief  agency,  their 
function  is  very  different  from  SBA's  function. 

We  are  involved  in  loan  processing.  We  are  involved  in  the  lend- 
ing process.  Consequently,  when  we  act  as  the  Government's  disas- 
ter bank,  that  function  is  much  more  related  to  our  financing  func- 
tions than,  frankly,  it  is  related  to  disasters  as  a  phenomenon. 

What  we  do  is  provide  lending  assistance  not  just  to  businesses 
but  to  homeowners  for  residential  losses  and  for  personal  property 
losses.  But  this,  too,  needs  major  reform.  That  is  why,  through  the 
National  Economic  Council,  the  administration  has  recommended  a 
host  of  changes  to  our  disaster  relief  efforts. 

We  have  proposed  in  our  budget  submission  for  next  year  that 
disaster  loans  no  longer  be  at  4  percent  but  be  changed  to  the  cost 
to  the  Treasury,  plus  2  percent.  0MB  has  shown  that  that  change 
in  the  cost  of  disaster  loans,  our  current  portfolio,  about  $5.5  bil- 
lion, would  drive  the  subsidy  rate  from  32  percent  down  to  8.5  per- 
cent. That  is  why  we  are  recommending  that. 

Every  State  has  been  impacted  in  some  way  by  this  disaster  pro- 
gram. If  vou  look  at  the  San  Francisco  earthquake,  15,000  loans, 
a  half  a  billion  dollars.  Last  year,  as  a  result  of  the  Los  Angeles 
earthquake,  we  made  in  1  year  120,000  disaster  loans,  $3.8  billion. 

So  you  understand  why  I  point  out  we  think  it  is  essential  that 
you  have  a  team  prepared  for  distribution  of  this,  for  processing  of 
this,  that  is  in  the  financing  business. 

If  you  look  at  the  Midwest  floods,  the  Georgia  Alberta  floods. 
Hurricane  Andrew  in  Florida,  $650  million  in  my  home  State  of 
South  Carolina,  Hurricane  Hugo,  $472  million,  26,000  families  — 
the  SBA  nobody  knows,  but  a  very  important  part  of  our  function. 

So  I  conclude.  Madam  Chair,  by  saying  if  you  look  over  the  list 
of  companies  who  have  been  assisted  by  SBA  in  any  one  of  these 
four  ways,  you  see  some  of  the  most  respected  names  in  American 


business  —  not  just  Federal  Express,  Apple  and  Intel,  but  Winne- 
bago, Outback  Steakhouse,  Compac  Computer,  America  On-Line, 
Nike  and  the  like.  You  get  a  sense  of  how  this  public-private  part- 
nership is  very,  very  different  today  from  what  it  was  from  some 
of  the  testimony  that  you  heard  just  a  few  days  ago  describing  SBA 
before. 

I  conclude  with  this  one  observation.  Every  year,  we  are  charged 
to  prepare  for  the  President  a  report  on  small  business.  I  am 
pleased  that  in  recent  years  it  has  been  a  very  healthy  report,  as 
it  has  been  a  very  healtny  economy  for  small  businesses. 

What  is  interesting  to  me  is  the  success  of  this  public-private 
partnership  of  SBA  has  led  virtually  all  industrialized  nations  to 
emulate  us,  to  develop  SBA-like  programs,  to  try  to  develop  the 
health  and  growth  of  small  businesses. 

In  fact,  the  last  one  of  these  reports  was  printed  by  the  Japa- 
nese, in  Japanese,  and  they  printed  more  copies  for  distribution  in 
Japan  than  we  even  printed  in  English  for  distribution  in  the  Unit- 
ed States.  Because  they  recognize  that  one  of  the  genius  —  one  of 
the  important  parts  of  the  genius  of  the  American  economy  is  small 
business  and  that  we  have  a  public-private  partnership  that  is 
really  working  well. 

Madam  Chair,  I  am  very  happy  to  respond  to  your  questions  and 
will  look  forward,  in  the  course  of  this  month  as  you  have  addi- 
tional hearings,  to  be  available  to  you  to  get  into  more  specifics  of 
how  we  are  going  to  be  increasing  the  public-private  partnership 
concept  of  SBA. 

Chairwoman  Meyers.  Thank  you  very  much  for  being  with  us. 

[Mr.  Lader's  statement  may  be  found  in  the  appendix.] 

Chairwoman  MEYERS.  Let  me  ask  a  few  questions,  although  usu- 
ally I  start  with  others.  But  today  I  would  like  to  ask  if  you  have 
the  slides  that  you  have  just  used  on  paper. 

Mr.  Lader.  Yes.  If  they  have  not  been  provided  to  you,  they  will 
promptly  be  distributed  to  you. 

Chairwoman  Meyers.  Maybe  they  are  in  here  someplace.  But  I 
would  like  to  have  them  for  members  of  the  committee,  and  I  think 
it  has  been  very  helpful. 

I  would  like  to  ask  a  couple  of  questions.  You  had  a  slide  on  your 
loss  rate,  and  I  think  you  said  1.5  percent.  I  can't  put  that  together 
with  our  subsidy  rate.  I  don't  what  you  are  using  there.  We  have 
a  much  higher  loss  rate  in  some  of  our  programs.  Explain  how  you 
arrived  at  the  1.5  percent. 

Mr.  Lader.  Good.  It  is  very  complicated,  and  I  have  to  say  there 
is  almost  a  theology  or  an  epistemology  of  the  subsidy  rate  itself. 
So,  let  me  walk  through  this  slowly,  if  I  can,  hopefully,  be  respon- 
sive. 

If  we  focus  just  on  the  7(a)  Program,  which  is  the  largest  of  our 
programs,  but  only  one  of  many  as  you  are  aware,  the  loss  rate  of 
that  program  is  1.3  percent. 

Step  back  a  moment.  Oftentimes,  individuals  are  confused  when 
I  say  we  are  90  percent  current  and  have  a  1  percent  loss  rate. 
Well,  between  what  we  call  currency,  meaning  within  30  days  of 
the  due  date,  and  a  loss,  which  means  it  is  an  actual  out-of-pocket 
loss  to  the  taxpayers,  there  are  several  other  categories  of  delin- 
quencies. 
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In  other  words,  if  you  are  60  days  or  90  days  late,  it  is  not  cur- 
rent, but  it  is  not  lost  yet.  Just  the  business  is  having  problems, 
and  it  needs,  at  least,  encouragement.  I  say  that  euphemistically. 

In  addition  to  that,  even  if  it  goes  into  liquidation,  at  that  point 
it  is  not  a  loss  yet.  Because  we  still  have  some  recovery,  a  cents 
on  the  dollar  of  recovery. 

So  between  the  90  percent,  which  means  90  percent  are  current, 
and  1.3  percent  are  these  different  categories  where  we  are  actively 
managing  the  portfolio  to  try  to  minimize  the  actual  loss  to  tax- 
payers. 

Now,  second,  what  about  the  subsidy  rate,  2.74  percent  versus 
the  1.3  percent? 

0MB,  as  a  result  of  the  Credit  Reform  Act  of  1990,  said  that  we 
have  to  establish  the  savings  account  that  will  take  care  of  the  fu- 
ture losses  —  not  the  losses  this  year  but  the  projected  future 
losses.  It  is  a  very  complex  formula  which  takes  into  account  the 
cost  of  administering  the  program,  the  cost  of  recoveries,  the  actual 
losses  itself  Economists  will  all  disagree  as  to  what  the  appro- 
priate method  should  be. 

Very  important  impact  on  that  subsidy  rate  are  the  fees  charged. 
Because  the  fees  provide  some  income  to  help  offset  the  actual  sub- 
sequent potential  losses. 

So  one  of  the  things  that  you  see,  even  in  our  budget  next  year, 
a  change  in  the  fee  structure  which  would  drive  the  subsidy  rate 
from  2.74  down  to  2.19  percent.  Consequently,  the  1.3  loss  is  one 
of  the  factors  but  only  one  of  the  factors  —  and  I  will  ask  Patty 
Forbes  to  explain  this  in  just  a  little  bit  more  detail  —  only  one 
of  the  factors  in  the  computation  of  the  subsidy  rate. 

Each  of  the  other  programs  have  a  separate  subsidy  rate  and  a 
separate  loss  factor.  The  loss  factor  is  one  of  the  components  of  it. 

So  that,  for  example,  probably  the  most  efficient  of  them  is  the 
504  Program,  where  it  is  a  0.57  subsidy  rate  because  there  is  such 
a  small  Toss  and  because  of  other  fees  charged. 

Let  me  ask  Patty  very  briefly  to  help  explain  a  little  bit  of  the 
computation  of  that  subsidy  rate. 

Chairwoman  Meyers.  I  would  like  to  hear  that. 

One  more  question.  Your  1.5  percent,  is  that  overall  or  only  7(a)? 

Mr.  Lader.  7(a). 

Chairwoman  Meyers.  OK,  Ms.  Forbes. 

That  helps. 

Ms.  Forbes.  I  am  going  to  have  to  defer  to  Doug  Criscitello,  who 
has  come  recently  from  OMB  and  can  explain  this  in  a  lot  of  detail. 

Mr.  Lader.  Madam  Chair,  as  he  is  coming  up,  I  should  tell  you, 
having  worked  at  OMB  with  Doug  and  then  coming  over  to  SBA 
and  seeing  him  as  our  budget  examiner  oftentimes  raises  difficult 
questions.  We  said  come  on  over.  Put  up  or  shut  up  and  join  us. 
So,  it  is  wonderful  to  have  a  high  priest  from  OMB  counseling  us 
internally  on  this. 

Mr.  Criscitello.  Just  real  quickly,  there  is  frequently  discus- 
sions of  default  rates,  loss  rates  and  subsidy  rates,  and  they  meas- 
ure different  things.  When  you  are  talking  about  default  rates  on 
our  guaranteed  loan  programs,  it  is  really  the  rate  at  which  we  re- 
purchase loans. 
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On  the  7(a)  Program,  for  instance,  we  expect  to  repurchase  about 
17  percent  of  the  loans  that  we  guarantee,  the  dollar  amount.  A 
step  down  from  that  —  let  me  move  from  there  to  the  subsidy  rate. 

The  subsidy  rate  reflects  the  expected  cost  to  the  Government  of 
individual  credit  programs.  Our  subsidy  rate  for  7(a)  in  the  current 
year  is  2.74. 

Now  you  might  ask,  how  do  you  get  from  17  percent  default  rate 
down  to  2.74?  Well,  we  not  only  look  at  repurchases  but  we  look 
at  how  well  we  recover  once  a  loan  is  repurchased.  Of  that  17  per- 
cent, we  recover  about  62  percent.  So,  just  on  a  cash  basis,  that  is 
only  about  7  or  8  percent. 

We  also  charge  a  2  percent  up-front  fee,  which  further  reduces 
the  cost  to  the  Government.  We  also  have  some  new  fees  that  were 
instituted  as  part  of  the  1993  Reauthorization  Act.  We  have  an  on- 
going fee  on  loans  sold  in  the  secondary  market  and  various  other 
factors. 

Once  all  of  these  cash  flows  are  put  together  —  and  I  don't  want 
to  get  too  technical,  but  we  take  the  net  present  value  of  all  the 
cash  out  flows,  subtract  them  from  the  net  present  value  of  all  the 
cash  inflows  and  look  at  the  ratio  of  the  total  amount  that  we  have 
guaranteed.  I  know  this  is  getting  into  the 

Chairwoman  Meyers.  No,  that  is  perfectly  clear. 

Mr.  Criscitello.  OK  Well,  but  it  does  reflect  the  expected  cost 
to  the  Government.  So,  we  expect  a  hundred  dollar  loan  guarantee 
to  cost  the  Government  ultimately  $2.74.  The  loss  rate  measures 
something  else,  really.  It  doesn't  focus  on  how  many  fees  are  col- 
lected, the  dollar  value  of  the  fees  collected.  It  just  focuses  solely 
on  write-offs  as  a  percentage  of  our  average  portfolio  during  the 
course  of  the  year. 

Chairwoman  Meyers.  All  right.  Well,  I  thank  you  very  much.  I 
think  maybe  this  needs  a  meetmg  by  itself  sometime. 

So  I  have  some  more  questions  and  —  but  I  am  going  to  defer 
now  to  Mr.  Poshard. 

Mr.  Poshard.  Madam  Chairman,  thank  you.  Thank  you  for  hold- 
ing these  hearings. 

I  have  always  been  impressed,  Mr.  Lader,  with  the  leverage  that 
the  SBA  has  been  able  to  build  into  its  programs  of  getting  the  pri- 
vate sector  involved  and  so  on. 

One  other  thing  I  want  to  mention.  Just  recently,  I  had  a  meet- 
ing in  my  district  with  some  representatives  of  the  SCORE  group. 
They  are  fantastic  people.  I  believe  their  contribution  to  small  busi- 
nesses in  this  country  is  so  great  that  we  can't  afford  not  to  encour- 
age and  assist  and  nelp  those  people  in  every  way.  They  literally 
have  invested  themselves  and  turned  a  lot  of  businesses  around  in 
the  district  that  I  represent,  and  I  think  that  is  an  important  con- 
tribution for  your  agency  that  we  ought  not  to  overlook,  because 
they  are  good  people. 

I  want  to  go  back  for  just  a  moment  and  talk  about  the  idea  of 
loss.  I  don't  understand  all  of  this  because  I  haven't  taken  the  time 
to  really  dig  into  it  and  try  to  understand  it. 

But  if  we  are  in  the  business  of  loaning  money  as  a  Grovemment 
through  the  SBA  —  and  let's  say  a  major  financial  institution,  any 
major  bank  in  the  country  is  in  that  same  business.  How  do  we 
compare  in  terms  of  loss  ratios  to,  say,  a  major  bank?  What  was 
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the  industry  standard  compared  to  the  types  of  loans  that  you 
make? 

Mr.  Lader.  Let  me  offer  two  responses. 

1.3,  1.5  percent,  compares  very  favorably  with  commercial  lend- 
ers in  terms  of  their  loss  rates.  But  my  predecessor,  Tom  Kleppe, 
whom  you  saw  recently,  gave  me  some  wonderful  advice  as  I  con- 
sulted with  my  predecessors  when  I  started  in  this  job.  He  said, 
any  time  there  is  concern  about  the  loss  rate  being  too  high  or  too 
low,  ask  Congress  what  the  loss  rate  should  be.  Because  if,  in  fact, 
we  want  to  ease  up  our  credit  review  and  to  let  more  businesses 
who  are  very  marginal  have  greater  access  to  capital,  we  can  do  so. 
Chances  are  the  loss  rate  will  increase. 

On  the  other  hand,  we  could  provide  an  even  better  loss  rate  if 
we  encourage  our  lenders  to  take  less  risks.  But  the  function  of  this 
financing  program  is  to  help  loans  be  made  that  would  not  be  made 
without  us.  So,  it  is  this  delicate  balance  of  the  stewardship  of  the 
taxpayer  dollars  to  make  sure  we  are  not  absorbing  too  much  risk 
but,  on  the  other  hand,  not  saying  that  we  are  doing  what  the 
banks  would  be  doing  without  us. 

Mr.  PosHARD.  Madam  Chairman,  that  is  the  point  I  hope  we  will 
not  lose  in  our  deliberations  on  the  future  of  the  SBA.  Because 
some  of  the  greatest  success  stories  in  my  district  are  the  busi- 
nesses who  could  not  get  financing  through  their  regular  banks. 
They  came  to  the  SBA,  and  there  was  a  public-private  partnership 
arranged.  Those  people  are  not  marginal  any  longer.  So,  many  of 
them  are  on  their  feet,  and  are  doing  well. 

So  I  think  the  risks  that  we  assume  through  this  agency,  most 
of  the  time,  are  so  much  greater  than  the  average  risk  that  a  nor- 
mal financial  institution  would  assume,  and  so  our  loss  rates  are 
probably  going  to  be  a  little  bit  higher  on  the  average  than  other 
institutions. 

I  don't  want  us  to  lose  that.  It  is  the  marginal  businesses  that 
are  taking  advantage  of  the  SBA  and  getting  on  their  feet  and  cre- 
ating the  jobs.  So,  I  am  hopeful  that,  as  we  examine  the  agency 
and  the  programs  associated  with  the  agency,  that  we  will  remem- 
ber that  it  is  a  little  different  operation  than  just  saying  we  are  a 
financial  institution  out  here  being  overly  cautious  and  covering  ev- 
erything we  do. 

I  want  to  point  that  out  and  commend  you  folks.  Because  I  think 
you  have  done  a  good  job  of  finding  the  balance  between  the  risk 
and  not  helping  at  all  and  yet  covering  the  taxpayer  dollar  in  a 
very  safe  way. 

So  that  is  really  all  of  the  comments  that  I  would  have  to  make 
at  this  point.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Poshard. 

Mr.  Torkildsen. 

May  I  say  that  I  would  like  to  conclude  this  portion  of  the  hear- 
ing at  10:30  because  we  do  want  to  talk  about  procurement  this 
morning.  So,  we  may  not  be  able  to  get  to  all  of  our  questioners. 
I  will  apologize  at  this  time  and  ask  the  Administrator  if  he  could 
be  with  us  again  sometime  within  the  next  2  to  3  weeks,  maybe 
for  presentation  again  if  there  are  Members  who  would  like  to  see 
that  again  and  questions. 

Mr.  Torkildsen. 
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Mr.  TORKILDSEN.  Thank  you,  Madam  Chair.  In  recognition  of  the 
time,  I  will  try  to  use  as  short  an  amount  of  time  as  possible. 

First,  Administrator,  thanks  for  coming  back  before  the  commit- 
tee, and  I  appreciate  vour  testimony.  I  especially  applaud  your  de- 
sire to  see  the  subsioy  rate  reduced  from  2.74  to  2.19.  I  think  it 
is  a  step  that  we  have  to  head  in. 

I  don  t  expect  that  you  will  have  this  with  you,  but  if  you  could 
provide  for  the  record  a  breakdown  of  the  default  loss  rate,  the  loss 
rate  and  the  subsidy  rate  for  each  of  the  programs  individually  and 
if  you  do  it  for  the  past  5  years,  I  would  find  that  information  very 
helpful.  I  think  other  members  of  the  committee  might  as  well. 

Mr.  Lader.  Happy  to  provide  that. 

Mr.  TORKILDSEN.  Thank  you  very  much. 

[The  following  information  was  subsequently  provided  by  Mr. 
Laden] 
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Mr.  TORKILDSEN.  Just  a  general  question  about  the  SBIR  Pro- 
gram. Is  there  a  statutory  allocation  of  funds  or  direction  of  funds 
from  other  Government  programs  for  that? 

Mr.  Lader.  Patty,  respond  to  that. 

Ms.  Forbes.  The  SBIR  Program  is,  in  effect,  a  set-aside  program. 
So,  the  way  it  works,  it  is  a  mandatory  percentage  of  the  extra- 
mural R&D  budget  for  each  of  the  agencies  participating  in  the 
program.  I  believe  there  are  11  agencies,  and  there  is  a  threshold 
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of  $100  million.  So,  if  they  have  an  R&D  extramural  budget  above 
$100  million,  they  are  required  to  participate  in  the  program. 

Mr.  TORKILDSEN.  So,  it  is  any  R&D  project  over  $100  million  that 
has  to  contribute? 

Ms.  Forbes.  No,  it  is  if  the  agency's  extramurel  R&D  budget  is 
over  $100  million  they  are  required  to  set  aside  a  legislated  per- 
centage. The  law  was  recently  changed  so  the  percentage  has  gone 
up,  and  it  is  2.50  by  1997. 

Mr.  TORKILDSEN.  OK, 

[The  information  may  be  found  in  the  appendix.! 

Mr.  TORKILDSEN.  I  don't  want  to  take  the  time  now,  but  perhaps 
in  a  future  hearing  I  would  like  to  go  in  a  little  more  length  on 
that,  about  what  agencies  must  consider  as  part  of  that  R&D,  what 
they  can  subtract  from  it,  and  just  get  a  clear  indication  of  that. 
But  we  can  pursue  that  at  a  future  hearing.  Thank  you. 

I  yield  back.  Madam  Chair. 

Mr.  Lader,  We  will  be  pleased  to  do  that,  have  our  Greek  chorus 
prepared  to  help  us  as  well. 

Chairwoman  Meyers.  Ms.  McCarthy. 

Ms.  McCarthy.  Thank  you,  Madam  Chairman. 

Thank  you  very  much  for  your  testimony  here  today. 

I  am  a  new  Member,  but  I  have  met  with  a  number  of  the  small 
businesses  in  my  district,  and  there  are  a  number  of  wonderful  sto- 
ries to  be  told  of  how  SBA  has  helped  a  great  deal  in  the  5th  Con- 
gressional District  of  Missouri.  So,  I  thank  you  for  all  of  that  and 
what  you  are  doing  to  reinvent  Government,  you  and  the  adminis- 
tration, to  make  it  even  more  effective  for  the  SBA  to  reach  out  and 
help.  It  is  truly  remarkable. 

In  our  agenda  today,  we  are  also  discussing  with  you  recent  leg- 
islative and  administrative  changes  to  the  programs  and  whether 
further  modifications  are  needed.  I  noted  on  your  charts  and  in 
your  comments  that  you  indicated  that  in  the  area  of  minorities 
and  women  there  is  much  more  work  needed.  Truly,  when  we  got 
to  that  last  bar,  I  couldn't  even  see  a  color  on  the  women. 

Chairwoman  Meyers.  I  couldn't  either.  I  was  looking. 

Ms.  McCarthy.  I  was  wondering.  It  wasn't  just  my  eyes. 

Could  you  reflect  with  us  either  today  or  at  a  future  visit  what 
you  would  propose  to  do  or  you  would  like  this  committee  to  con- 
sider so  we  do,  in  fact,  improve  that  bar  graph?  As  there  is,  I  agree 
with  you,  much  to  be  done  to  make  that  part  better. 

If  possible,  would  you  reflect,  too,  on  the  recently  approved  H.R. 
926  that  the  House  overwhelmingly  endorsed  yesterday  and  sent  to 
the  Senate,  which  does  call  upon  you  and  your  agency  to  play  a 
much  larger  role  in  regulatory  reform  and  flexibility? 

Mr.  Lader.  Let  me  respond  to  the  first  part  of  that  question  in 
two  ways.  I  certainly  will  be  very  pleased  to  come  back  another 
time  and  focus  on  women-owned  business  ownership.  I  have  to  say 
that  the  Chair  and  Mr.  LaFalce  have  had  such  a  long,  sustained 
interest  in  that,  I  know  that  there  is  very  little  more  we  can  tell 
them  about  that,  but  we  are  very  happy  to  address  that. 

First,  in  terms  of  overall  women's  business  ownership,  we  have 
a  very  aggressive  program  internally.  It  is  not  just  campaigning 
and  cheerleading  for  more  women-owned  businesses.  A  lot  of  it  has 
to  do  with  the  actual  financing  programs  themselves. 
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For  example,  we  recently  instituted  —  and  I  was  very  pleased 
that  Congressman  Torkildsen  participated  in  this  in  Boston  —  the 
announcement  of  a  women's  prequalification  program  whereby  we 
say  whether  it  is  because  of  the  old  boy  network,  because  of  the 
lack  of  a  traditional  resume  or  financial  statement,  many  women 
in  this  country,  having  raised  their  families,  now  entering  the  work 
force,  coming  from  a  divorce,  for  whatever  reasons,  have  great  dif- 
ficulty getting  access  to  capital. 

So,  through  this  pilot  project,  what  we  are  doing  is  saying  those 
women  should  go  to  the  SBA  office,  present  the  business  plan.  If 
the  business  plan  is  approved,  the  guarantee  can  be  provided  there, 
and  they  can  take  that  guarantee  to  the  commercial  lender  and  say 
now  with  this  guarantee  will  you  make  that  loan? 

We  think  it  is  going  to  be  very  important  to  help  lower  the  hur- 
dle a  little  bit.  Our  job  is  not  to  carry  the  businessperson  over  the 
hurdle,  but  in  the  case  of  women  and  other  small  business  needs 
to  lower  that  hurdle  some  to  help  them  across.  At  another  time,  I 
will  be  happy  to  go  into  more  detail  of  other  programs  we  have  un- 
dertaken in  that  regard. 

In  terms  of  contracting,  I  will  leave  to  Robert  Neal  who  will  be 
testifying  next  on  contracting  programs  to  see  how  we  are  trying 
to  get  closer  to  the  Federal  goal  that  has  now  been  established. 

The  second  question  you  asked  was  regarding  judicial  review  of 
reg  flex.  I  am  very  pleased  and  have  had  extensive  conversations 
particularly  with  Mr.  LaFalce  on  this  subject. 

When  I,  2  years  ago,  was  involved  deeply  in  the  National  Per- 
formance Review,  I  was  championing  the  need  for  judicial  review 
of  reg  flex.  Vice  President  Gore  approved  that  as  a  matter  of  ad- 
ministration policy,  and  I  am  very  pleased  that,  legislatively,  it  is 
moving  forward  right  now.  So,  this  agency,  our  advocacy  office  and 
all  of  us,  are  very  much  committed  to  moving  it. 

What  the  particulars  will  be  ultimately  of  the  legislation,  we  will 
leave  that  to  the  legislative  process,  of  course.  But  please  know,  in 
principal,  we  are  strongly  supportive  of  it. 

Ms.  McCarthy.  Thank  you  very  much.  Madam  Chairman. 

Chairwoman  Meyers.  Thank  you,  Ms.  McCarthy. 

As  the  group  knows,  I  usually  recognize  people  in  the  order  of 
their  arrival,  and  so  our  next  questioner  will  be  Ms.  Kelly. 

Mrs.  Kelly.  Thank  you  very  much,  Madam  Chairman. 

Mr.  Lader,  I  am  glad  you  are  here  this  morning.  I  am  glad  to 
have  you  here  simply  because  I  do  want  to  compliment  you  on  the 
Small  Business  Development  Centers  you  are  running  in  our  area. 
The  Business  Information  Center  and  the  SCORE  program  are 
both  active  in  my  area,  and  we  need  them.  We  in  the  Northeast 
have  experienced  an  economic  sag  that  is  not  coming  back  quickly. 

One  of  the  things  that  I  was  somewhat  dismayed  about  is  the 
fact  that  your  women-centered  experiment  is  located,  as  I  under- 
stand it,  in  North  Carolina  and  not  in  either  the  Northeast  or  in 
California  where  we  are  both  in  an  economic  sag  and  needing  that 
kind  of  help.  Every  time  we  have  a  downturn  in  the  economy  it  hits 
women,  it  seems  to  me,  harder. 

That  brings  me  to  my  question,  which  is  have  you  —  and  I  came 
in  late,  so  I  didn't  hear  all  of  your  testimony  —  but  have  you  a  geo- 
graphic approach  to  some  of  what  you  are  doing?  Is  there  a  way 
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to  help  shore  up  —  rather,  help  our  businesses  in  the  Northeast 
and  in  California  where  we  are  experiencing  this  sag? 

In  part,  that  sag  is  caused  by  such  factors  as  —  for  instance,  I 
represent  the  world  headquarters  of  IBM.  They  have  just  released 
into  our  area  14,000  lost  jobs.  We  have  a  lot  of  people  who  are  very 
smart  who  would  like  to  start  businesses  and  are  having  a  very  dif- 
ficult time  getting  loans.  Is  there  any  way  that  you  can  geographi- 
cally balance  what  you  are  doing  somewhat  to  give  us  a  chance  to 
try  to  pull  ourselves  up  bv  our  bootstraps? 

Mr.  Lader.  Let  me  ask  Maiy  Jean  Ryan,  who  runs  our  finance 
programs,  to  address  the  question  of  our  geographic  focus. 

But,  as  a  prefatory  note,  let  me  take  the  liberty  of  correcting  two 
statements  that  you  made,  and  I  hope  you  understand  the  spirit  in 
which  this  is  offered. 

One  of  the  reasons  the  SBDC's  do  such  a  good  job  is  because  I 
and  SBA  don't  run  them.  What  I  mean  by  that  is,  in  our  concept 
of  partnership,  having  other  entities  use  their  energy,  their  creativ- 
ity to  develop  these  programs,  let  us  coordinate,  oversee  them,  but 
there  is  not  a  dictate  from  Washington  to  your  SBDC's  how  they 
should  be  run. 

Mrs.  Kelly.  However  run,  they  do  work,  and  thev  are  good. 

Mr.  Lader.  They  do,  and  I  hope  you  understand  why  I  take  the 
liberty,  because  I  don't  want  to  take  the  credit  for  something  that 
works  well,  when  essentially  local  people  should  take  that  credit. 

Second  note,  in  terms  of  women's  programs  —  and  Mary  Jean 
will  get  into  the  geographic  focus  —  we  have  right  now  some  al- 
most 20  of  these  —  I  think  it  is  19  of  these  prequalification  pro- 
grams for  women  that  I  just  described  to  Congresswoman  McCar- 
thy, including  Boston  and  other  areas.  So,  there  is  not  a  geographic 
area  that  has  been  excluded. 

But,  frankly,  because  this  is  new  and  because  this  has  an  addi- 
tional element  of  risk,  giving  the  guarantee  before  there  is  the  tra- 
ditional commercial  credit  analysis  by  the  private  lender,  we  felt 
we  should  not  go  nationwide.  I  don't  mean  this  as  a  way  of  dis- 
crimination toward  women.  But  for  any  of  the  new  programs  what 
we  are  seeking  to  do  are  pilot  projects,  6  months  to  2  years,  see 
how  they  work,  see  what  the  potential  losses  might  be  and  then  ex- 
pand them. 

So  I  apologize  that  not  every  district  has  been  able  to  get  this 
type  of  a  program.  But,  frankly,  we  have  to  make  sure  it  works 
right  first  and  then  expand  it. 

Will  you  let  me  ask  Mary  Jean  to  respond  to  your  specific  ques- 
tion? 

Mrs.  Kelly.  Thank  you. 

Ms.  Ryan.  From  time  to  time,  as  you  mentioned,  different  re- 
gions will  experience  different  levels  of  economic  problems.  We 
have  been  able  to  respond  with  some  hopefully  appropriate  meas- 
ures. 

We  did  something  last  year  to  work  with  the  fishing  industry. 
We  are  doing  some  things  now  with  DOD  on  defense  conversion  in 
areas  that  have  been  particularly  hit  with  the  defense  industry 
downsizing. 

Probably  the  best  thing  we  can  do  would  be  to  talk  about  the 
particular  situation  and  look  at  our  whole  host  of  resources  and 
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see,  for  example,  if  we  couldn't  do  the  women's  prequalification 
pilot  in  your  area,  if  we  couldn't  be  doing  some  of  the  other  things, 
just  to  make  sure  that  you  are  maximizing  your  use. 

We  have  a  really  good  microlending  program,  for  example,  that 
is  reaching  a  lot  of  women-owned  businesses.  If  that  is  not  active 
in  your  area,  that  could  be  something  we  would  be  real  happy  to 
work  with  you  on. 

Mrs.  Kelly.  I  am  really  not  asking  specifically  for  my  area,  al- 
though that  would  be  wonderfiil,  but  I  do  think  that  we  need  to  — 
where  we  are  experiencing  these  downturns,  I  iust  wonder  if  there 
isn't  some  mechanism  that  you  have  overall  to  look  at  this  and  rec- 
ognize what  is  there  and  try  to  help  us  out  a  little  bit  more  in  these 
regions.  Is  there  a  mechanism  by  which  you  can  do  that? 

Ms.  Ryan.  Yes.  I  mean,  we  operate  in  the  —  with  the  10  regional 
divisions  like  a  lot  of  Federal  agencies.  I  think  one  of  the  values 
that  the  regions  play  is  to  bring  the  regional  focus  through  their 
understanding  of  the  economy. 

We  have  a  regional  business  advocate  who  brings  to  our  atten- 
tion the  particular  issues  of  that  region.  The  White  House  con- 
ferences have  been  State  by  State,  and  we  are  getting  that  input 
all  the  time. 

So  it  was,  in  fact  —  like  on  the  fishing  example  I  gave,  it  was 
a  regional  person  in  New  England  who  said,  this  is  hitting  our  re- 
gion really  hard.  That  may  not  have  occurred  to  us  sitting  in  DC 
But  they  said,  can  we  respond  here  with  some  creativity?  And  we 
said,  yes,  and,  in  fact,  then  looked  at  three  other  parts  of  the  Unit- 
ed States  that  were  also  experiencing  a  fishing  downturn  and 
brought  their  model  to  those  places.  So,  we  do  try  to  do  that  as 
much  as  we  can. 

Mr.  Lader.  Madam  Chair,  if  I  might  add  one  point  to  that. 

As  an  illustration,  in  the  past  year,  we  moved  200  personnel 
from  headquarters  and  regional  offices  into  our  district  offices,  the 
field  offices  where  the  rubber  meets  the  road.  That  allocation  of 
personnel  was  focused  principally  on  where  there  are  needs  of  eco- 
nomic downturns,  dislocations  of  jobs,  base  closings,  other  phenom- 
ena like  that,  to  provide  additional  assistance  to  those  offices. 

As  we  have  set  goals  for  loans  made,  other  production,  we  have 
certainly  focused  on  local  economies  to  try  to  balance  that  out. 

Mrs.  Kelly.  Thank  you  very  much. 

Thank  you.  Madam  Chairman. 

Chairwoman  Meyers.  Thank  you,  Ms.  Kelly. 

Our  last  question  Avill  be  Mr.  Thompson,  and  then  we  will  turn 
our  attention  to  procurement. 

Mr.  Thompson.  Thank  you,  Madam  Chairman. 

Mr.  Lader,  let  me  say  that  my  experience  with  the  LowDoc  loan 
program  in  my  district  is  very  good.  It  is  amazing  what  one  sheet 
of  paper  for  a  loan  application  means  to  a  small  business.  The  time 
it  takes  to  process  the  loan,  the  receipt  has  been  just  absolutely 
phenomenal. 

One  of  the  comments,  and  I  guess  a  question  I  have,  relates  to 
the  contracting  chart  that  you  snowed  and  some  of  the  comments. 
Is  it  your  testimony  that,  while  there  has  been  movement  toward 
minority  and  women  contracting  in  this  country,  we  are  still  a  long 
way  from  where  we  should  be,  given  the  representation? 
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Mr.  Lader.  Yes,  that  is  certainly  an  accurate  summary  of  our  po- 
sition as  an  agency  and  my  position  personally. 

Mr.  Thompson.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Thompson. 

To  conclude  this  part  of  the  hearing,  I  would  like  to  recognize 
Mr.  LaFalce  for  a  few  minutes. 

Mr.  LaFalce.  Thank  you  very  much,  Madam  Chair.  I  am  very, 
very  sorry  that  I  couldn't  be  here  earlier. 

The  hearing  was  originally  scheduled  for  10  o'clock.  I  asked  the 
Chairperson  if  she  could  have  you  testify  alone  rather  than  with 
the  procurement  people,  and  she  very  graciously  consented  and 
moved  it  appropriately  to  9:30.  It  was  a  wise  decision  on  her  part. 

Unfortunately,  it  conflicted  with  some  prior  commitments  that  I 
had  with  the  Secretary  of  Labor,  Mr.  Robert  Reich.  I  just  wanted 
to  explain  the  reason  why  I  couldn't  be  here  from  9:30  to  10. 

I  think  that  the  SBA  has  had  two  great  leaps  forward:  Number 
one  was  the  era  of  Erskine  Bowles;  number  two  is  the  era  since  — 
I  think  —  October  6,  1994,  the  day  Phil  Lader  took  office.  You  won- 
der how  I  could  know  that  was  the  birthday  present.  I  think  you 
have  done  an  excellent  job  since  then,  Phil. 

Having  said  that,  let  me  just  say  that  there  is  one  concern  that 
I  do  have  and  I  want  to  make  it  public  rather  than  just  private. 
That  is  the  LowDoc  program. 

It  is  so  easy  to  create  a  success.  You  say  to  a  bank,  you  have  the 
authority  to  give  a  loan  with  a  loan  guarantee  using  one  form. 
Well,  you  can  run  up  an  awful  lot  of  loan  guarantees  very,  very 
quickly  that  way. 

The  question  in  my  mind  is  not  so  much  what  is  going  to  be  the 
risk  of  the  Government  when  there  is  no  governmental  involvement 
other  than  the  precertification  of  the  lending  institution,  but  will 
we  be  making  the  type  of  loans  that  we  ought  to  be  making?  Or 
will  the  guarantee  be  given  to  loans  that  really,  in  all  probability, 
would  have  been  given  without  the  guarantee? 

There  is  a  tremendous  incentive  on  the  part  of  financial  institu- 
tions to  give  loans  with  guarantees.  They  can  be  much  safer,  to  be 
sure.  They  can  sell  the  paper  off  on  the  secondary  market  much 
more  profitably.  They  do  not  have  to  have  reserves  against  capital, 
et  cetera.  It  can  consume  a  good  portion  of  the  7(a)  authority  that 
we  have. 

The  statistics  will  look  good  quantitatively;  but,  qualitatively,  it 
is  just  possible  that  they  might  detract  from  the  mission  of  the 
SBA.  That  is  a  fine  line  you  have  to  walk.  I  don't  say  you  ought 
not  to  walk  the  line,  but  be  aware  you  are  walking  that  line  and 
be  monitoring  very  carefully  what  the  impact  of  that  is  on  those 
loans  that  might  otherwise  have  been  made  were  it  not  for  LowDoc 
and,  of  the  loans  that  are  made  with  LowDoc,  what  percentage 
really  would  have  been  made  had  we  not.  Let's  not  make  this  a 
numbers  game. 

One  of  the  advantages  of  being  around  Congress  for  a  while  is 
you  see  what  is  going  on,  and  we  use  numbers  games.  I  remember 
during  the  RTC  days,  which  I  strongly  opposed,  the  numbers  game 
was  how  many  institutions  have  we  closed  today.  The  success  of 
the  S&L  remedial  operation  was  based  almost  exclusively  on  the 
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number  of  institutions  that  were  closed.  The  more  you  closed,  the 
more  successful  you  were.  Wrong.  So,  let's  not  fall  into  that  trap. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  LaFalce. 

Thank  you,  Mr.  Lader,  all  of  those  who  are  here  from  the  SBA, 
We  will  see  you  again  in  the  near  two  future. 

Mr.  Lader.  We  appreciate  the  opportunity. 

Chairwoman  MEYERS.  We  will  now  hear  testimony  on  the  Small 
Business  Administration's  procurement  assistance  programs. 

I  think  I  would  like  to  bring  all  of  our  witnesses  to  the  table  at 
the  same  time.  There  will  be  six:  Robert  Neal,  Associate  Deputy 
Administrator  of  the  U.S.  Small  Business  Administration;  Ms. 
Debbie  Libow,  Procurement  Center  Representative;  Anthony 
DeLuca,  Small  and  Disadvantaged  Business  Officer,  Department  of 
the  Air  Force;  Colette  Nelson,  Small  Business  Legislative  Council; 
James  Lee,  Southeastern  Lumber  Manufacturers  Association;  Dona 
O'Bannon  of  the  National  Association  of  Women  Business  Owners. 
If  you  can  kind  of  line  up  in  that  order. 

Mr.  LaFalce.  Madam  Chair,  if  I  may  be  recognized  just  for  30 
seconds. 

Chairwoman  Meyers.  Yes. 

Mr.  LaFalce.  I  have  to  apologize  to  the  panel.  There  is  a  hearing 
going  on  in  the  Banking  Committee  on  a  bill  that  I  have  authored 
for  the  past  10  years  or  so;  and  I  feel  it  is  imperative,  since  I  think 
we  are  going  to  move  it  this  year,  that  I  go  there.  But,  unfortu- 
nately, we  haven't  yet  learned  how  to  bi-locate.  My  apologies.  My 
assistants  and  other  members  of  the  committee  remain. 

Mr.  Manzullo,  Madam  Chair,  could  I  be  recognized  for  10  sec- 
onds? 

Chairwoman  MEYERS.  Yes. 

Mr.  Manzullo.  I  have  just  wanted  to  say  that  I  am  the  Chair- 
man of  the  Subcommittee  on  Procurement.  I  have  got  to  leave  here 
at  11  o'clock.  But  we  will  be  getting  back  in  contact  with  you  later 
on.  So,  if  I  leave  here,  it  is  not  anything  personal.  Thank  you. 

Mr.  Flake.  Madam  Chairman,  may  I  be  recognized  for  a  second? 

Chairwoman  Meyers.  Yes. 

Mr.  Flake.  Thank  you  very  much.  I  ask  unanimous  consent, 
since  I,  too,  have  to  go  to  the  Banking  Committee,  to  have  ques- 
tions submitted  to  the  witnesses  and  my  statement  placed  in  the 
record.  Thank  you. 

Chairwoman  Meyers,  Thank  you. 

Chairwoman  Meyers.  We  will  now  hear  testimony  on  the  Small 
Business  Administration's  procurement  assistance  programs.  With- 
out further  ado,  I  think  we  will  just  start  and  hear  from  our  wit- 
nesses this  morning. 

Mr.  Robert  Neal. 

TESTIMONY  OF  ROBERT  NEAL,  ASSOCLVTE  DEPUTY  ADMINIS- 
TRATOR OF  THE  U.S.  SMALL  BUSINESS  ADMINISTRATION'S 
GOVERNMENT  CONTRACTING  AND  MINORITY  ENTERPRISE 
DEVELOPMENT  PROGRAM;  ACCOMPAMED  BY  DEBRA 
LIBOW,  ROBERT  J.  MOFFITT  AND  THOMAS  DUMAR,  ESQ 

Mr.  Neal.  Thank  you.  Madam  Chair. 

Madam  Chair,  members  of  the  committee,  I  am  Robert  Neal 
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Chairwoman  Meyers.  I  don't  believe  this.  We  have  got  a  vote. 

Go  ahead.  Let's  hear  Mr.  Neal's  testimony,  and  we  will  break  for 
long  enough  to  vote  and  return. 

Mr.  Neal.  All  right.  I  will  try  to  make  sure  that  I  cut  out  some 
of  the  extraneous  portions  of  my  testimony. 

Thank  you  for  inviting  the  SBA  to  discuss  our  Grovernment  con- 
tracting programs.  I  am  accompanied  by  Debra  Libow  and  Tom 
Dumaresq  on  the  charts  there,  and  Bob  Mofifitt.  I  ask  permission 
that  my  written  comments  be  entered  into  the  record. 

The  Administrator  mentioned  that  one  of  the  SBA's  roles  was  to 
advocate  small  business  interaction.  The  programs  I  am  here  to 
talk  to  you  about  today  represent  an  excellent  example  of  how  SBA 
makes  a  significant  impact  on  the  small  business  community  while 
performing  this  role. 

SBA's  Government  contracting  programs  have  a  total  annual 
budget  of  roughly  $20  million.  In  all,  approximately  250  profes- 
sional employees,  or  7  percent  of  SBA's  work  force,  are  assigned  to 
this  area.  Last  year,  SBA's  Government  contracting  programs 
saved  the  taxpayer  almost  $220  million  dollars  or  more  than  10 
times  the  cost  to  operate  the  program. 

But  savings  are  only  a  small  part  of  the  whole  story.  When  the 
SBA  was  created  in  1953,  it  was  to  aid  small  business  and  to  help 
strengthen  the  overall  economy  of  our  Nation  by  increasing  job  op- 
portunities, stimulating  innovations  and  providing  a  rising  stand- 
ard of  living. 

Nowhere  is  there  a  greater  opportunity  for  SBA  to  meet  these  ob- 
jectives or  a  greater  need  for  small  businesses  for  our  help  than  in 
the  Federal  procurement  markets.  Each  of  SBA's  Programs  was  de- 
veloped in  response  to  a  Federal  market  imperfection  that  served 
as  a  barrier  to  small  businesses  starting  and  expanding  participa- 
tion in  this  arena.  In  fact,  long  before  SBA  was  created,  Congress 
recognized  the  need  for  Government  contracting  assistance  to  small 
business. 

During  World  War  II,  to  ensure  participation  of  small  business 
in  the  war  production  effort,  Congress  passed  the  Small  Business 
Mobilization  Act,  creating  the  Certificate  of  Competency  program. 
The  COC  Program  is  an  appeal  process  for  small  businesses  that 
are  rejected  for  award  of  a  Government  contract  because  a  con- 
tracting officer  doubts  the  company's  ability  to  perform  satisfac- 
torily. This  program  was  initially  administered  by  the  Small  De- 
fense Plant  Administration  and  was  transferred  to  the  SBA  in  1953 
as  part  of  the  Small  Business  Act. 

From  the  very  beginning,  Congress  recognized  the  value  of  an 
independent  agency  dedicated  solely  to  small  business  issues  with 
oversight  responsibilities  for  some  aspects  of  the  procurement  proc- 
ess. 

Today,  the  COC  Program  is  but  one  of  several  programs  that  the 
SBA  uses  to  assist  small  business.  Others  are  the  Prime  Contracts 
Program,  the  Subcontracting  Assistance  Program,  the  PASS  system 
—  the  Procurement  Automated  Source  System  —  and  the  Natural 
Resources  Sales  Assistance  Program. 

Like  the  Agency  itself,  SBA's  Government  contracting  programs 
exist  because  small  businesses  do  not  have  either  the  clout  or  the 
resources  that  large  businesses  have.  We  sei^^e  as  the  advocate  for 
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small  business  who  are  still  too  easily  shut  out  of  the  vast  Federal 
procurement  market. 

At  their  most  basic  level,  the  SBA's  Pro-ams  help  by  overcoming 
the  natural  tendency  of  contracting  officers  to  procure  goods  ana 
services  from  familiar  large  business  sources. 

I  would  like  to  point  out  that  this  is  a  natural  tendency  that 
most  people  share.  Each  one  of  us  can  relate  to  the  tendency  to 
purchase  products  that  carry  a  brand  name  rather  than  try  the  ge- 
neric product,  even  though  the  generic  product  is  often  less  expen- 
sive, contains  innovations  and  can  be  delivered  faster.  In  these  cir- 
cumstances, SBA's  Government  contracting  programs  help  to  level 
the  playing  field  for  small  businesses. 

How  do  we  accomplish  this?  First,  by  counseling  and  training 
small  business  owners  on  how  to  do  business  with  the  Federal  Gov- 
ernment; second,  fighting  for  small  business  set-asides  when  quali- 
fied small  businesses  exist  to  fill  the  Government's  purchasing 
needs;  third,  matching  small  businesses  with  large  Grovernment 
contractors  for  subcontracting  opportunities;  fourth,  giving  small 
businesses  a  chance  to  prove  their  competency  when  challenged; 
fifth,  giving  small  businesses  a  chance  to  prove  their  size  status 
when  challenged;  and,  finally,  matching  both  Federal  agency  and 
large  prime  contractors  for  compliance  with  the  laws  that  were  es- 
tablished to  ensure  that  small  businesses  receive  a  fair  shake. 

Are  our  programs  working?  More  importantly,  are  they  working 
well?  We  believe  the  answer  is  yes,  and  I  will  tell  you  why. 

In  fiscal  year  1994,  small  businesses  received  $56.6  billion  in 
Federal  prime  and  subcontract  work.  This  represents  35  percent  of 
all  Government  purchases,  a  figure  that  has  risen  steadily  during 
the  existence  of  the  program.  Last  year,  over  20,000  small  busi- 
nesses received  counseling  and  training  that  gave  them  an  oppor- 
tunity to  pursue  Government  contract  work. 

As  I  said  earlier,  our  program  saved  the  Government  and  tax- 
payers roughly  $220  million  by  helping  the  low  bidder  to  receive 
contracts  through  the  COC  process  and  by  fostering  competition 
through  our  Prime  Contracts  program. 

They  say  pictures  are  worth  a  thousand  words,  so  I  have  some 
pictures  today.  This  will,  hopefully,  reduce  the  number  of  words  I 
have  left  to  say. 

Chairwoman  Meyers,  I  think  at  this  point,  Mr.  Neal,  we  will 
break  and  go  vote  and  return.  I  am  sorry  to  do  this  to  you,  but  I 
think  it  is  about  8  minutes,  and  so  maybe  we  better  go  vote. 

[Recess.] 

Chairwoman  Meyers.  When  last  we  gathered,  we  were  hearing 
the  statement  of  Mr.  Robert  Neal.  The  meeting  will  begin  again. 

Without  objection,  I  would  like  to  enter  the  statement  of  Don 
Manzullo  into  the  record. 

[Mr.  Manzullo's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Let's  continue  with  Mr.  Neal. 

Mr.  Neal.  Thank  you.  Madam  Chair. 

As  I  mentioned,  I  have  some  pictures  with  me  which  will  sub- 
stantially reduce  the  number  of  words  that  I  will  say  to  you  from 
here  out. 

As  SEA  negotiates  annual  goals  with  each  Federal  agency  to  en- 
hance small  business  participation  in  Federal  contracts,  each  agen- 
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cy  must  have  goals  for  small,  small  disadvantaged,  and  small 
women-owned  businesses  for  both  prime  contracts  and  sub- 
contracts. The  Office  of  Grovernment  Contracting  takes  a  lead  on 
these  negotiations. 

As  you  can  see  in  chart  one,  after  the  agencies  receive  their 
funds  they  distribute  them  to  thousands  of  procurement  centers 
across  the  country.  Examples  of  procurement  centers  include 
McConnell  Air  Force  Base  in  Wichita,  Kansas;  the  Army  Corps  of 
Engineers  in  Portland,  Oregon;  the  Johnson  Space  Flight  Center  in 
Houston,  Texas;  and  the  VA  medical  center  in  Buffalo,  New  York. 

Generally,  each  center  buys  different  types  of  supplies  and  serv- 
ices. Small  businesses  must  know  which  procurement  centers  offer 
the  best  opportunities  to  sell  their  products  and  services.  That  is 
why  the  SBA's  Purchasing  and  Sales  Directory  —  and  I  have  a 
copv  of  it  here  with  me,  which  includes  the  name  and  address  of 
each  procurement  center  and  what  they  buy  —  is  the  number  one 
seller  on  GPO's  book  list. 

Chairwoman  Meyers.  How  many  procurement  centers  are  there, 
Mr.  Neal?  Excuse  me  for 

Mr.  Neal.  There  are  thousands  of  procurement  centers  through- 
out the  country.  As  it  is  right  now,  SBA  professionals  are  stationed 
at  the  major  procurement  centers  that  offer  the  greatest  oppor- 
tunity for  return  on  investment.  Right  now,  that  is  about  300  in- 
stallations that  we  visit. 

In  chart  two,  as  you  can  see  from  the  chart,  procurement  dollars 
flow  to  small  businesses  through  both  Prime  Contract  awards  and 
through  subcontract  awards.  SBA  assists  small  business  firms  in 
accessing  each  of  these  markets. 

Perhaps  it  would  be  useful  if  we  go  through  a  typical  procure- 
ment for  you.  Even  with  procurement  reform,  dealing  with  the  Gov- 
ernment is  not  easy  for  a  typical  small  business.  At  each  critical 
step,  SBA  professionals  are  on  the  job  trying  to  open  the  door  a  lit- 
tle wider  so  that  more  small  firms  can  get  in. 

As  you  can  see,  SBA  procurement  professionals  get  involved  in 
the  process  early  on.  At  this  point,  their  main  job  is  to  make  as 
many  of  the  contracting  opportunities  small  business  set-asides  as 
they  can. 

Let  me  use  an  example  to  illustrate  SBA's  role  in  this  point.  The 
U.S.  Army  Corps  of  Engineers  in  Tennessee  planned  to  purchase 
mesh  fabric  used  in  erosion  control  from  a  large  business.  The  SBA 
professional  canvassed  the  small  business  community  and  located 
firms  that  were  able  to  provide  that  product.  Six  of  the  19  firms 
located  by  the  SBA  submitted  bids.  Not  only  was  a  $40  million  con- 
tract awarded  to  a  small  business  due  to  SBA's  efforts,  but  the 
award  also  saved  the  Army  and  taxpayers  $12.8  million. 

Another  example  occurred  at  the  Defense  General  Supply  Center 
in  Richmond,  Virginia.  The  center  intended  to  purchase  a  number 
of  items  together  as  a  single  system.  Not  only  that,  the  procure- 
ment center's  intent  was  to  purchase  this  from  a  large  business  on 
a  sole-source  basis.  In  other  words,  no  other  competitors  would  be 
allowed  to  submit  bids. 

The  local  SBA  procurement  professional  determined  that  one  of 
the  items  included  in  the  system  was  nothing  more  than  a  common 
marker  light  for  trailers  that  could  be  purchased  at  any  local  auto 
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parts  store.  I  have  an  example  of  one  here  with  me.  On  SBA's  rec- 
ommendation, this  item  was  purchased  separately  on  a  competitive 
basis.  The  unit  price  dropped  79  percent,  from  $47.50  to  the  cur- 
rent price  of  $3.79.  The  Government  saved  more  than  $17,000  on 
the  initial  contract  alone. 

Later  on  in  the  procurement  process,  SBA  becomes  involved 
again.  During  the  evaluation  phase,  contracting  officers  decide 
whether  small  businesses  are  capable  of  meeting  the  Government's 
need. 

When  a  question  arises  regarding  a  firm's  capability,  SBA  steps 
in  through  our  Certificate  of  Competency  Program.  SBA  performs 
an  independent  evaluation  to  determine  if  the  small  business  has 
the  capability  to  perform  the  contract  in  question.  The  COC  Pro- 
gram assures  that  the  small  business  concerns,  and  especially 
those  new  to  the  Government  procurement  arena,  are  given  a  fair 
opportunity  to  compete  for  and  receive  a  Government  contract. 
When  a  COC  is  issued,  the  agency  must  award  the  contract  to  the 
recipient. 

An  example  of  the  COC  Program's  success  is  Granco  Industries. 
Granco  is  a  hand  tool  manufacturer  in  Missouri,  which  was  re- 
ferred to  our  Kansas  City  office  in  April  1993  by  the  General  Serv- 
ices Administration.  GSA  did  not  want  to  award  a  contract  to 
Granco  because  they  had  evidence  of  poor  performance  on  prior 
contracts. 

SBA  found  that  GSA  was  relying  on  outdated  information  from 
the  mid-1980's.  Since  that  time,  Granco  had  corrected  the  problems 
and  performed  well  on  more  recent  contracts. 

After  a  thorough  review  of  Granco's  capabilities,  SBA  issued  a 
COC  on  behalf  of  the  company.  Granco  was  awarded  the  contract 
and  three  others  shortly  thereafter,  all  through  SBA's  COC  Pro- 
gram. These  four  contracts  had  a  total  value  of  $1.4  million. 
Granco  performed  so  well  on  these  contracts  that  the  General  Serv- 
ices Administration  nominated  the  firm  for  the  Small  Business 
Contractor  of  the  Year  Award  in  1994. 

Also,  during  the  evaluation  process,  an  interested  party  may 
question  a  firm's  size.  When  this  occurs,  SBA  performs  an  inde- 
pendent review  which  considers  either  the  company's  number  of 
employees  or  its  annual  receipts.  The  size  determination  program 
assures  that  an  unqualified  business  does  not  receive  a  small  busi- 
ness set-aside  contract.  It  also  assures  that  a  legitimate  small  busi- 
ness receives  the  contract  that  it  is  entitled  to. 

The  SBA  becomes  involved  again  through  our  Subcontracting  As- 
sistance Program.  SBA  procurement  pro^ssionals  work  with  Targe 
business  prime  contractors  to  increase  subcontracting  opportunities 
for  small  business  and  follow  up  to  assure  compliance  with  all  sub- 
contracting laws  and  regulations.  SBA  also  supplies  them  with 
qualified  small  businesses  to  serve  as  subcontractors. 

Numerous  small  businesses  have  benefited  from  the  Subcontract- 
ing Assistance  Program.  An  example  is  Imaging  Systems  Tech- 
nology, which  was  trying  to  sell  recycled  toner  laser  cartridges. 

Chairwoman  Meyers.  Mr.  Neal,  I  wonder  if  you  could  summa- 
rize in  the  next  couple  of  minutes,  because  we  have  a  lot  of  people 
here.  I  am  very  sorry  about  the  schedule  this  morning. 

Mr.  Neal.  I  will.  No  problem. 
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The  bottom  line  on  Imaging  Systems  Technology  is  that,  through 
assistance  from  an  SBA  professional,  the  company  found  opportuni- 
ties to  contract  with  the  Niagara  Mohawk  Power  Corp.  and  other 
large  businesses  located  in  the  New  York  area.  The  company  for- 
tunes were  turned  around  from  possibly  going  out  of  business  to 
being  a  very  successful  firm  today. 

In  closing.  Madam  Chair,  I  urge  you  to  consider  that  the  SBA  ex- 
ists primarily  because  small  businesses  don't  have  the  clout  that 
big  businesses  have.  SBA's  Government  contracting  programs  are 
the  voice  for  small  businesses  who  are  shut  out  of  Federal  procure- 
ment markets. 

The  formidable  task  of  streamlining  and  simplifying  the  Federal 
procurement  process,  while  supporting  and  protecting  the  interests 
of  small,  small  disadvantaged,  and  small  women-owned  businesses, 
points  to  the  need  for  a  continuing  and  strengthening  of  SBA's 
Government  contracting  programs.  In  addition,  the  Government 
contracting  programs  also  deliver  a  10  to  1  return  on  investment 
for  each  taxpayer  dollar. 

Thank  you.  Madam  Chairman,  for  this  opportunity  to  testify 
today. 

Now  I  would  like  to  introduce  Debra  Libow,  one  of  our  field  pro- 
fessionals from  New  York.  Debra  will  give  you  some  firsthand  expe- 
riences with  our  Government  contracting  program,  and  I  will  be 
glad  to  answer  any  questions  you  may  have  at  the  conclusion  of 
Ms.  Libow's  testimony. 

Chairwoman  Meyers.  Thank  you,  Mr.  Neal. 

[Mr.  Neal's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Ms.  Libow. 

Ms.  Libow.  Madam  Chairman  and  members  of  the  committee,  I 
am  Debra  Libow,  a  Procurement  Center  Representative  (PCR)  with 
the  Grovernment  Contracting  Division  of  the  Small  Business  Ad- 
ministration in  New  York.  I  am  very  happy  to  have  an  opportunity 
to  speak  with  you  this  morning  because  I  want  to  tell  you  about 
the  important  things  that  I  do  for  small  business. 

I  believe  that  my  fellow  PCR's  and  I  make  a  difference  to  the 
small  business  community  we  serve  by  acting  as  their  voice  in  pro- 
curement decisions  made  at  the  Federal  buying  activities.  Our  pro- 
grams break  down  barriers  which  impede  small  business  participa- 
tion, open  doors  that  would  otherwise  remain  closed,  and  facilitate 
small  business  participation  in  the  Federal  procurement  arena. 

Before  I  tell  you  more  about  what  I  do  as  a  PCR,  I  want  to  ac- 
quaint you  with  my  professional  background.  I  have  been  a  pro- 
curement official  with  the  Federal  Government  since  1976.  I  joined 
the  SBA  in  1979  and  have  served  the  agency  in  several  procure- 
ment-related capacities.  Consequently,  I  have  extensive  knowledge 
of  contracting  systems  and  understand  how  procurement  officials 
think  and  operate.  This  knowledge  enables  me  to  work  with  them 
to  secure  and  increase  procurement  opportunities  for  small  busi- 
ness concerns. 

As  Mr.  Neal  told  you,  my  job  is  to  increase  the  small  business 
share  of  Federal  dollars.  The  primary  way  in  which  I  accomplish 
this  is  through  my  review  of  those  solicitations  that  are  not  pro- 
posed to  be  set  aside  for  small  business.  I  evaluate  the  small  busi- 
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ness  potential  and  recommend  small  business  set-asides  when  war- 
ranted. 

It  is  important  to  understand  that  when  a  procurement  reaches 
my  desk  it  means  that  no  one  employed  by  the  buying  activity,  not 
the  contracting  officer,  competition  advocate,  small  business  spe- 
cialist or  anv  other  reviewing  official  who  might  champion  the 
cause  of  small  business  concerns,  elected  to  do  so.  There  are  many 
occasions  when  my  fellow  PCR's  and  I  are  able  to  accomplish  a 
small  business  set-aside  when  no  one  else  did. 

You  might  be  interested  to  know  that  due  solely  to  the  efforts  of 
our  PCR's,  last  year  alone  $975  million  was  set  aside  for  small 
business. 

I  would  like  to  share  some  of  my  experiences  with  you:  GSA  for- 
warded a  procurement  for  miscellaneous  office  supplies  estimated 
at  $100  million  for  my  review.  Although  they  proposed  an  unre- 
stricted procurement,  I  knew  that  there  were  a  number  of  small 
businesses  that  could  provide  many  of  the  items.  As  a  result  of  my 
recommendation,  $25  million  was  set  aside  for  small  business  par- 
ticipation. 

In  another  instance,  GSA  proposed  to  solicit  "Repairs  and  Alter- 
ations" to  a  Federal  building  in  Newark,  New  Jersey,  on  a  nonset- 
aside  basis.  The  work  was  estimated  to  cost  between  $10  and  $20 
million.  After  my  evaluation  of  the  project  and  an  extensive  out- 
reach effort,  I  was  convinced  that  there  would  be  significant  small 
business  participation  and  was  able  to  convince  GSA  officials  to 
convert  the  procurement  to  a  small  business  set-aside.  Seven  small 
businesses  bid.  The  award,  for  more  than  $13  million,  was  made 
to  a  local  New  Jersey  small  business  at  a  savings  of  almost  $1.2 
million  to  the  Government. 

Another  of  my  FOR  functions  is  to  break  up  procurements  which 
have  been  consolidated  into  very  large  projects,  thereby  inhibiting 
the  ability  of  small  business  to  compete.  I  would  like  to  share  such 
an  experience  with  you. 

The  Corps  of  Engineers  contracting  officer  and  Small  Business 
Specialist  proposed  to  issue  a  solicitation  to  construct  two  buildings 
at  McGuire  Air  Force  Base  with  an  estimated  value  of  $15  million. 
I  saw  that  the  procurement  was  beyond  the  reach  of  most  small 
business  concerns.  For  that  reason,  I  did  not  concur  with  the  Corps' 
attempted  consolidation.  I  was  able  to  convince  the  contracting  offi- 
cer to  make  two  separate  contract  awards.  The  larger  of  the  two 
contracts  was  awarded  to  a  local  small  business  concern. 

These  stories  represent  only  one  small  part  of  one  PCR's  impact 
on  the  procurement  process.  A  PCR's  mere  presence  is  often 
enough  to  influence  the  buying  activity  to  think  small. 

I  could  recite  an  almost  endless  list  of  my  duties,  but  I  would  like 
to  share  a  few  excerpts  from  a  letter  I  recently  received  from  a 
small  business  entrepreneur  that  I  believe  captures  the  essence  of 
a  PCR.  These  are  in  quotations. 

"You  know,  you  are  destroying  the  prejudice  built  up  over  a  life- 
time of  my  concept  of  the  stereotypical  Government  bureaucrat. 

"You  actually  had  a  pulse  beat  and  were  helpful  and  human  in 
dealing  with  me.  It  is  just  not  fair  what  you  are  doing  to  my  illu- 
sions about  bureaucrats,  Ms.  Libow,  but  keep  it  up  anyway." 
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Finally,  "Again,  thanks.  I  look  forward  to  the  material  you  are 
sending  me.  Not  to  be  a  pain  in  the  butt  —  I  will  take  you  up  take 
you  up  on  your  offer  to  give  you  a  call  for  direction  if  I  run  into 
trouble." 

In  closing,  I  would  like  to  tell  you  that,  as  the  only  PCR  in  New 
York,  I  am  on  call  and  ready  to  assist  any  small  business,  with  any 
procurement  problem  with  any  procuring  activity,  at  a  moments 
notice.  It  is  a  big  job,  and  it  is  an  important  job.  I  love  what  I  do, 
and  I  hope  that  I  will  be  permitted  to  continue  to  serve  the  small 
business  community  in  this  capacity  for  many  years  to  come. 

I  thank  you  for  your  kind  attention. 

Chairwoman  Meyers.  Thank  you,  Ms.  Libow.  It  is  good  to  hear 
from  you. 

[Ms.  Libow's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Anthony  DeLuca,  Small  and  Dis- 
advantaged Business  Officer,  Department  of  the  Air  Force. 

TESTIMONY  OF  ANTHONY  DELUCA,  SMALL  AND  DISADVAN- 
TAGED BUSINESS  OFFICER,  DEPARTMENT  OF  THE  AIR 
FORCE 

Mr.  DeLuca.  Thank  you.  Madam  Chair,  members  of  the  commit- 
tee. I  am  really  excited  about  being  here  and  coming  in  front  of  you 
for  these  hearings  which  I  believe  are  not  only  extremely  important 
but  extremely  timely. 

We  heard  earlier  about  some  of  the  things  that  are  ongoing  and 
some  of  the  whats.  What  I  would  like  to  do  is  spend  some  time 
with  you  this  morning  kind  of  showing  you  the  how  of  making 
these  things  work,  share  with  you  some  of  my  views  and  thoughts 
with  respect  to  some  improvement  areas,  both  from  Federal  Gov- 
ernment standpoint,  SBA,  and  indeed  some  assistance  I  believe 
this  committee  can  off'er  us. 

Before  I  do  that,  I  would  like  to  digress  somewhat  and  tell  you 
a  little  bit  about  my  background.  I  have  been  in  this  job  for  5 
years.  Prior  to  that,  I  was  the  Competition  Advocate  General  of  the 
Air  Force.  Prior  to  that,  I  established  the  Competition  Advocate 
Program  Air  Force  Systems  Command.  Before  that,  I  came  up  here 
to  write  a  book  called  The  FAR.  I  mention  that  only  to  tell  you  that 
my  views  are  not  just  from  a  small  business  director's  point,  but 
they  cover  the  gamut  of  everything  I  have  seen  in  acquisition  over 
26  years. 

As  I  look  at  advocacy,  and  that  is  what  I  do,  I  think  it  is  terribly 
important  that  advocacy  brings  to  the  table  one  word,  that  is  lead- 
ership. Leadership  in  today's  environment  has  to  focus  on  quality. 
That  quality  must  focus  on  the  ability  to  deploy  what  this  commit- 
tee wants,  what  the  Congress  wants,  what  the  President  wants, 
down  to  the  point  of  execution. 

It  really  serves  us  no  purpose  if  we  pass  laws  and  we  pass  rules 
and  regs  and  the  fellow,  the  lady  at  the  bottom  of  the  pole  there 
can't  understand  what  they  are  doing  and  why  they  are  doing  it. 
The  essence  of  quality  is  to  get  what  you  want  down  to  that  point 
of  execution. 

I  have  a  chart  here  that  depicts  the  Air  Force  goal:  Deployment 
process.  It  begins  with  an  identification  of  thrust.  Those  thrusts  ei- 
ther emanate  from  what  the  Congress  wants,  what  the  Secretary 
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of  the  Air  Force,  the  chief  wants,  or  what  have  you.  I  put  it  to- 
gether in  a  goals  workshop  that  consists  of  about  45  of  our  most 
senior,  full-time  Air  Force  small  business  specialists  and  that,  in 
turn,  converts  to  goals  guidance  which  I  forward  through  the  com- 
manders and  PEO's,  PEO's  being  Program  Executive  Officers. 

The  point  there  is  that,  as  a  basic  rule,  regulation  in  the  Air 
Force,  and  I  think  it  applies  to  all  military  services  and  probably 
the  corporate  world  as  well,  that  is  Air  Force  Reg.  43.  If  the  Four- 
Star  wants  it,  the  Three-Star  responds,  and  so  forth  and  so  on 
down  the  line.  The  critical  point  there  is  that  Four-Star  and  that 
PEO  is  involved  in  the  process  on  the  way  up,  and  he  is  involved 
in  the  process  on  the  way  down. 

That  plan  becomes  approved  by  my  boss.  Under  Secretary  of  the 
Air  Force  Rudy  DeLeon,  and  it  is  deployed  by  the  Secretary,  Sheila 
Widnall,  and  the  Chief  of  Staff  in  this  case  General  Ron  Fogleman. 
That  goes  down  through. 

That  is  the  guiding  focus  of  what  we  are  all  about.  We  have  been 
doing  that  now  since  about  fiscal  year  1991.  The  process  is,  I  would 
like  to  believe,  one  of  the  most  mature  strategic  planning  processes 
that  we  have  in  the  Air  Force  today. 

In  the  interest  of  time,  I  won't  go  through  a  more  detailed  view 
of  that,  but  I  would  be  more  than  happy  to  come  could  back  and 
share  that  with  you  at  any  point  in  time.  One  thing  we  have  found, 
that  the  key  to  air  power  is  flexibility,  so  I  am  going  to  exercise 
that  in  trying  to  accommodate  the  schedule  here  today. 

But  as  a  result  of  all  that,  I  think  it  is  important  to  know  what 
we  have  been  able  to  do  with  that.  We  have  been  able  to  focus  on 
the  customer.  We  went  out  with  customer  surveys  before  customer 
surveys  in  the  Grovernment  were  even  a  popular  thing  to  do. 

The  focus  being  is,  in  the  past,  people  would  come  into  our  offices 
and  say,  I  need  some  assistance.  I  want  a  contract.  We  bring  them 
into  our  office.  We  sit  down.  We  talk  to  them.  We  hand  them  this 
book  about  selling  to  the  Air  Force.  We  would  send  them  on  their 
way.  We  thought,  boy,  we  are  doing  a  great  job. 

Problem  was,  when  he  walked  out  or  she  walked  out,  she  was 
scratching  her  head,  truly  not  understanding  what  was  going  on. 
I  think  Bob's  chart  earlier  on  the  procurement  process  highlighted 
some  of  those  things. 

So  what  I  said  is  that  what  we  need  to  do  is  instead  of  trying 
to  help,  we  need  to  find  out  what  help  means.  The  best  way  to  do 
that  is  to  ask  the  customer  what  help  means.  We  have  done  that. 

In  the  process  of  getting  that  feedback  the  customer  told  us  — 
and  this  is  customer  small  business,  large  business,  small  minority 
business,  women-owned  business  —  says  we  need  better  informa- 
tion, more  timely  information,  we  need  it  quicker. 

It  has  got  to  be  understandable.  By  God,  help  us  understand  how 
to  do  business  with  you  guys.  Oh,  by  the  way,  will  you  answer  our 
questions  and  return  our  phone  calls?  Which  is  a  key  point. 

As  a  result  of  that,  we  said  what  we  are  doing  is  kind  of  dumb 
and  archaic.  We  stopped  producing,  "Selling  to  the  Air  Force."  It 
was  a  nice  document.  Air  Force  blue  cover  on  it.  If  you  have  one, 
save  it,  because  it  will  probably  be  worth  some  money  some  day. 

We  said  there  is  no  use  producing  that  because  it  was  out  of  date 
the  day  it  is  printed.  We  developed  an  on-line  Air  Force  small  busi- 
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ness  bulletin  board  to  take  advantage  of  the  electronic  medium. 
That  is  available  through  a  commercial  carrier. 

We  use  Grenie  right  now.  In  fact,  we  are  looking  at  maybe  we  will 
stay  with  Genie,  maybe  we  will  move  out.  But  the  point  is,  anybody 
can  access  that. 

In  that  is  everything  you  want  to  know  about  the  Air  Force,  who 
we  are,  where  we  are,  what  we  are,  what  we  are  buying.  The  other 
thing  we  have  done  is  we  have  put  the  Commerce  Business  Daily 
in  there  on-line.  What  that  means  is  that  a  small  business  can  go 
ahead  and  access  our  bulletin  board  and  get  that  CBD  on  line  elec- 
tronically. If  he  wanted  to  do  it  himself,  it  would  cost  between 
$12,000  and  $15,000  a  year.  That  service  is  included  in  the  bulletin 
board,  a  key  point. 

The  other  thing  we  have  been  able  to  do  is  help  get  the  word  out. 
We  initiated  a  news  review  to  go  out  there  and  get  the  word  out 
to  all  the  folks  in  the  Air  Force  about  what  small  business  is  all 
about. 

Awareness  continues  to  come  back  as  one  of  the  biggest  problems 
we  have,  whether  it  is  dealing  with  small  business,  whether  it  is 
dealing  with  a  small  minority  business  or  whether  it  is  dealing 
with  historically  black  colleges  and  minority  institutions,  aware- 
ness of  what  they  can  do  and  awareness  of  what  we  really  need. 
We  can  go  ahead  and  impart  to  them. 

We  went  ahead  and  produced  a  video.  Selling  to  the  Air  Force. 
Everybody  said,  well,  what  is  the  big  deal  about  a  video?  But  the 
problem  is,  most  people  were  scared  to  come  talk  to  us.  Because 
they  look  at  the  Air  Force,  they  say  F16's,  B2's,  F22's.  Fact  of  the 
matter  is  most  of  our  procurements  are  small  dollar  value  stuff 
that  people  need  toi  understand,  and  it  really  isn't  that  difficult.  We 
need  to  demystify  the  process. 

The  other  thing  we  have  done  is  we  did  a  women-owned  business 
study.  At  that  women-owned  business  study  was  very  revealing. 
But,  as  a  result  of  that,  we  have  formed  a  women-owned  business 
council  that  I  chair,  and  I  have  on  that  council  CEO's  of  women- 
owned  businesses. 

One  of  the  things  we  are  looking  at  right  now  and  working  hard 
to  do  is  this  issue  of  women-owned  business  certification.  Congress 
has  levied  a  5  percent  goal.  I  am  going  to  tell  you  in  my  experience 
as  the  competition  advocate,  as  director  of  small  business,  when 
you  start  putting  the  focus  on  just  the  number,  dumb  things  are 
going  to  happen.  You  have  to  work  the  process. 

What  we  have  done  to  overcome  that,  we  introduced  a  women- 
owned  business  rule  of  one.  All  that  says,  on  every  competitive  ac- 
quisition over  $100,000,  we  will  solicit  at  least  one  woman-owned 
business.  Easy  thing  to  do,  didn't  cost  us  a  dime,  but  as  a  result 
we  have  seen  an  increase  in  the  utilization  of  women-owned  busi- 
ness. 

We  went  ahead  and  recognized  the  need  for  environmental  work 
to  be  done  and  done  properly.  We  established  an  environmental  of- 
fice at  Brooks  Air  Force  Base  that  focuses  on  Air  Force  environ- 
mental work. 

As  a  result  of  that,  we  worked  with  the  SBA  in  San  Antonio,  in 
Dallas,  and  were  able  to  go  ahead  and  set  aside  two  of  the  bases 
that  are  closing,  Lowry  and  Acre,  as  SDB  set-asides.  What  we  first 
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set  out,  people  said  there  weren't  minority  businesses  out  there  ca- 
pable of  doing  that  work.  I  am  here  to  tell  you  they  are  wrong. 
They  are  doing  it  and  doing  a  very  good  job  of  it. 

We  established  a  working  group  on  F22's,  which  is  the  only  one 
like  it  that  I  know  of  in  any  major  weapons  system  that  focuses 
on  small  business  enhancement.  We  put  out  an  LRAE.  It  is  re- 
quired that  we  put  out  an  LRAE.  What  we  did  different,  we  put 
it  on  disk  and  we  put  it  on  the  bulletin 

Chairwoman  Meyers.  What  is  that? 

Mr.  DeLuca,  Long-range  acquisition  estimate,  it  is  a  neat  little 
thing.  It  is  in  DOS,  and  it  is  in  Windows. 

What  my  vision  was  —  I  was  down  with  Colonel  Mimms  last 
week.  We  were  visiting  some  of  the  schools  in  Louisiana.  My 
thought  was,  wouldn't  it  be  great  if  we  had  an  Air  Force  float  and 
I  could  throw  these  out  at  Mardi  Gras.  That  would  be  a  heck  of 
a  lot  better  than  beads. 

The  other  thing  we  have  done  that  I  think  I  am  most  proud  of, 
I  did  an  organizational  assessment  of  myself  and  my  organization, 
to  see  if  this  was  working.  I  worked  the  quality  initiative  in  the  Air 
Force  as  well  and  I  made  several  trips  to  Japan  to  visit  with  the 
Union  of  Japanese  Scientists  and  Engineers. 

I  am  going  to  tell  you  what  they  told  me  rings  true  todav,  and 
it  will  ring  true  tomorrow.  You  will  know  you  have  achieved  qual- 
ity if  you  can  ask  yourself  this  question  and  get  the  answer. 

The  question  is,  how  do  I  ensure  continued  employee  motivation? 
What  do  you  do  to  make  sure  that  the  person  at  the  top  and  the 
person  at  the  bottom  are  in  line,  and  there  is  a  line  of  sight  from 
that  individual. 

As  a  result,  what  does  all  this  mean?  We  have  reached  out  into 
the  schools,  we  have  reached  out  to  the  small  minority  businesses, 
and  we  have  seen  a  growth  in  small  business  participation  of  over 
20  percent  since  1991,  over  60  percent  in  both  the  women-owned 
business  and  minority-owned  business  participation.  But  the  way 
we  were  able  to  do  that  is  recognize  there  are  times  you  have  to 
be  able  to  reach  out  and  touch  specific  organizations  and  activities. 

Our  —  absent  our  ability  to  work  some  set-aside  activities,  that 
would  not  have  happened.  I  am  here  to  tell  you  that  today. 

The  other  thing  I  think  is  interesting  to  note  is  where  we  go  from 
here  and  what  should  we  do  in  the  future.  Well,  I  have  a  few  sug- 
gestions. One,  I  think  every  activity  needs  to  put  a  LRAE  or  Long- 
Range  Acquisition  Estimate  en  EDI  and  get  it  in  there  into  the 
electronic  media.  I  think  every  agency  needs  to  kind  of  put  together 
some  group. 

We  also  put  together  within  the  Air  Force  a  business  education 
team.  That  is  comprised  of  senior  Air  Force,  small  business  folk 
who  have  been  in  the  contracting  procurement  business  for  over  20 
years.  What  we  do  is  we  put  on  2-day  seminars  to  kind  of  tell  them 
how  it  is  to  work  with  the  Air  Force.  This  kind  of  takes  them,  if 
you  will,  from  where  the  SBDC  is  to  our  point  of  what  it  takes  to 
do  business  with  us.  The  only  thing  we  charge  them  for  that  semi- 
nar is  the  cost  of  lunches  and  breakfasts. 

First  one  we  did  was  in  Arlington,  Texas.  We  had  over  500  peo- 
ple. We  had  to  turn  them  away. 
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Next  one  we  are  going  to  do  is  going  to  be  in  St.  Louis  on  the 
29th  and  30th  of  March,  It  is  going  to  focus  on  manufacturing. 

I  think  every  agency  needs  to  go  ahead  and  provide  that  service 
to  their  customers  as  well. 

The  other  thing,  I  think  every  agency  should  adopt  a  rule  of  one. 
This  is  no  big  deal,  it  doesn't  take  any  legislation.  Every  agency, 
if  they  adopt  rule  of  one,  I  think  we  can  do  a  better  job  of  reaching 
out  to  women-owned  business. 

In  terms  of  increasing  capabilities,  if  you  think  of  an  airplane 
and  it  has  a  work  rate  down  structure.  Typically  in  the  past  we 
have  seen  small  and  small  minority  businesses  get  to  work  at  the 
bottom  end  here.  They  were  the  ones  that  were  getting  the  jani- 
torial services,  the  cleanup.  What  we  have  to  necessarily  do  is 
move  them  up  so  they  go  from  making  nuts  and  bolts  to  making 
flaps  and  ailerons.  That  is  what  we  have  to  be  able  to  do. 

The  mission  of  the  Air  Force  is  very  clear.  We  got  to  defend 
America  through  control  and  exploitation  of  air  and  space.  That  is 
what  we  do.  If  we  are  unable  or  incapable  of  doing  that,  we  prob- 
ably wouldn't  be  having  these  hearings. 

As  we  look  to  the  future,  we  have  to  ensure  that  the  work  force 
out  there  can  support  those  needs  beyond  the  year  2000.  That 
means  recognizing  the  demographic  realities  of  this  Nation  as  a 
whole.  We  have  programs  in  place  to  do  just  that.  I  would  go  ahead 
and  expand  the  use  of  small  business  consortia  and  permit  that  to 
happen  in  a  more  readily  fashion.  Because  even  a  large  business 
today,  if  you  look  at  the  F22's,  there  is  not  one  contractor  who  can 
do  the  whole  thing. 

Chairwoman  Meyers.  Would  you  wrap  up  in  a  minute? 

Mr.  DeLuca.  I  will. 

I  guess  what  I  would  wrap  up  and  say  the  bottom  line  on  this 
whole  thing  is  I  believe  that  from  this  committee  there  are  certain 
things  that  can  be  done.  I  think  you  need  to  take  a  look  at  provid- 
ing us  an  easier  way  to  award  advance  payments. 

Phil  Lader  mentioned  the  need  for  capital  and  how  that  is  truly 
the  DNA  of  small  businesses.  I  can  tell  you  from  my  experience  as 
a  contracting  officer  and  where  I  am  right  now  that  when  advance 
payments  —  it  is  a  form  of  Grovernment  financing.  It  is  the  least 
desirable. 

But,  by  God,  we  have  got  it  so  difficult  to  do,  nobody  is  going  to 
even  want  to  attack  it,  even  when  it  makes  sense.  I  can  tell  from 
you  experience,  when  we  use  it  and  use  it  right,  businesses  survive 
and  function. 

I  think  the  other  thing  this  committee  can  do  is  support  the  use 
of  Mentor-Protege,  make  Mentor-Protege  a  permanent  piece  of  leg- 
islation. Because  it  is  a  program  that  we  have  been  able  to  take 
small  minority  businesses  and  do  great  things  with. 

If  you  go  to  any  hotel  today  and  if  you  look  at  those  large  flower 
pots,  it  is  a  ceramic  pot.  Today,  we  have  that  person  making  ce- 
ramic tooling  for  Boeing. 

The  other  thing  I  would  do  —  well,  I  will  just  leave  it  at  that. 
I  guess  I  can  summarize.  There  is  a  lot  more  I  can  say.  I  will  be 
glad  to  come  back  again. 

But  I  think  anything  this  committee  could  do  I  would  implore 
you  that  we  do  it  with  a  view  toward  benefiting  and  creating  a  see- 
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nario  that  benefits  the  strugghng,  risk-taking  entrepreneurs  and 
those  who  would  work  for  them  who  for  so  long  have  been  held 
back  by  the  forces  of  fear,  discrimination  and  ignorance.  If  we  do 
nothing  else,  we  can  accommodate  that. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  DeLuca.  We 
appreciate  your  enthusiasm  and  your  energy. 

[Mr.  DeLuca's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Lee. 

Mr.  Lee.  Did  you  skip  one? 

Chairwoman  Meyers,  Oh,  I  am  sorry,  Colette  Nelson. 

TESTIMONY  OF  COLETTE  NELSON,  SMALL  BUSINESS 
LEGISLATIVE  COUNCIL 

Ms.  Nelson.  I  would  have  —  age  before  beauty. 

I  am  Colette  Nelson,  I  am  the  executive  director  of  the  American 
Subcontractors  Association.  Todav,  I  am  testifying  for  the  Small 
Business  Legislative  Council,  with  which  I  am  sure  the  members 
of  the  committee  are  familiar. 

So  many  of  us  talk  constantly  about  small  business's  role  in  the 
economy;  that  we  are  more  managerially  nimble;  that  we  are  more 
technologically  innovative;  that  we  are  more  cost  effective.  If  all 
those  things  are  true  —  and  I  think  the  people  in  this  room  think 
they  are  —  we  can't  fathom  why  there  are  so  many  people  —  some 
in  the  administration,  some  in  the  Congress,  some  in  the  private 
sector  —  who  really  don't  believe  that  small  businesses  should  be 
or  can  be  delivering  goods  and  services  to  the  Federal  Grovernment. 

My  colleagues  today  have  talked  about  what  programs  are  avail- 
able and  how  they  work,  I  want  to  spend  time  talking  about  what 
the  customers  of  SBA,  small  businesses,  think  about  the  services 
that  are  provided.  Let  me  start  out  by  saying  that  the  procurement 
area  is  one  arena  where  the  Small  Business  Administration  has 
been  very,  very  helpful, 

Mrs,  Meyers,  you  have  got  a  lot  of  hearings  scheduled  during  the 
next  few  weeks.  During  those  hearings  you  are  going  to  hear  a  lot 
about  set-asides,  about  small  business  set-asides,  about  set-asides 
for  small  disadvantaged  businesses. 

Frequently,  that  term  is  used  pejoratively.  I  think  perhaps  it  is 
better  to  refer  to  the  programs  as  competitions  limited  to  similar- 
sized  companies  or  competitions  limited  to  firms  of  the  same  class. 
They  are  not  sole  source  programs. 

It  is  also  important  to  remember  that  there  are  certain  fun- 
damental protections  that  are  in  place.  First  of  all,  under  the  law, 
it  is  the  responsibility  of  the  contracting  officer  to  make  sure  that 
the  contractor  is  capable  of  performing  the  work. 

Second,  by  law  and  by  regulation,  the  contracting  officer  must 
make  sure  that  the  contract  is  awarded  at  a  price  that  is  fair  and 
reasonable  or  at  a  fair  market  price. 

These  are  fundamental  protections  that  apply  to  every  contract 
awarded  by  the  Government,  whether  it  is  a  competition  along 
small  businesses,  whether  it  is  a  competition  among  small  dis- 
advantaged businesses,  whether  it  is  an  8(a)  contract,  or  whether 
it  is  a  sole  source  award  to  a  major  systems  contractor  because  the 
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contracting  officer  has  determined  that  that  big  contractor  is  the 
only  one  who  can  do  the  job.  Those  protections  are  in  place. 

I  think  over  the  next  few  weeks  and  the  next  few  months  you 
will  find  that  some  of  those  who  are  opposed  to  competitions  re- 
stricted to  small  businesses  are  going  to  try  to  imply  otherwise.  I 
want  to  make  sure  everybody  gets  into  their  minds  tnat  those  fun- 
damental protections  are  in  place  under  law  and  under  regulation. 

With  that  firmly  in  mind,  I  want  to  move  on  to  the  Certificate 
of  Competency  program.  My  colleagues  have  addressed  it  already, 
so  I  don't  want  to  spend  a  lot  of  time  on  it.  But  the  importance  of 
the  COC  Program  to  small  businesses  is  that  it  allows  us  to  get  the 
information  we  need  to  make  an  informed  business  decision. 

Simply  put,  when  a  small  business  is  found  to  be  nonresponsible 
by  a  contracting  officer,  the  case  is  referred  to  SBA.  SEA  gets  that 
information  to  the  small  business  —  why  it  was  turned  down,  whv 
it's  not  responsible  —  information  that  that  small  business  doesn  t 
have  access  to  otherwise. 

When  the  small  businesses  gets  the  information,  one  of  two 
things  happens,  according  to  the  General  Accounting  Office.  One  is, 
the  small  business  says,  oh,  yes,  they  are  right.  Maybe  I  shouldn't 
be  doing  that  contract.  Or  they  fix  the  problem.  It  can't  fix  a  prob- 
lem if  it  does  not  know  what  it  is. 

That  is  what  the  COC  Program  does  for  small  businesses.  You 
have  a  lot  of  contracting  officers,  people  in  the  contracting  commu- 
nity, who  say  it  is  second-guessing  by  SBA.  The  General  Account- 
ing Office  and  other  studies  have  indicated  that  is  not  true.  It  is 
a  matter  of  getting  the  information  in  the  hands  of  small  busi- 
nesses. 

Let  me  point  out  that  there  are  only  about  3,000  referrals  each 
year,  SBA  issues  approximately  300  COC's  a  year.  That  is  hardly 
an  impediment  to  a  procurement  system  that  exceeds  20  million 
procurement  actions  a  year.  So,  I  think  that  for  those  who  have 
some  concerns  about  the  COC  Program  —  and  I  know  you  are 
going  to  be  hearing  from  those  individuals  as  we  proceed  with  addi- 
tional procurement  reform  —  again,  we  hope  that  you  keep  those 
points  in  mind. 

Another  program  that  is  near  and  dear  to  the  heart  of  small 
businesses  is  SBA's  Surety  Bond  Guarantee  Program.  Frequently, 
it  is  categorized  as  a  capital  program,  and  it  is  in  the  financial  por- 
tion of  SBA's  portfolio. 

For  those  of  us  in  the  acquisition  field,  let  me  assure  you  that 
we  look  at  it  as  an  acquisition  program.  Because  without  a  surety 
bond,  small  businesses  can't  do  construction  work  for  the  Federal 
Government.  They  can't  do  construction  work  for  State  and  local 
governments.  Increasingly,  they  can't  do  construction  in  the  private 
sector. 

SBA's  surety  bond  guarantee  program  is  very  simple.  It  provides 
a  guarantee  to  corporate  surety  companies  that  the  small  busi- 
nesses to  which  they  have  provided  a  bond  will  perform  and  that 
if  the  small  business  fails  that  SBA  will  reimburse  the  company  up 
to  a  given  percentage.  Right  now,  about  50  percent  of  all  of  SBA's 
guaranteed  bonds  are  $100,000  and  under. 

You  will  remember  that  last  year,  as  part  of  the  Federal  Acquisi- 
tion Streamlining  Act,  that  Congress  raised  the  Miller  Act  thresh- 
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old.  The  Miller  Act  is  the  Federal  law  that  requires  sureW  bonding 
for  construction  workers.  It's  threshold  was  raised  from  $25,000  to 
$100,000.  So,  once  that  takes  effect,  many  of  SBA's  bonds  that  are 
currently  guaranteed  under  the  $100,000  level  will  no  longer  be 
necessary.  We  think  that  this  provides  a  wonderful  opportunity  for 
this  committee  to  reevaluate  the  surety  bond  guarantee  program 
and  perhaps  make  those  agency  resources  available  to  meet  the 
bonding  needs  of  small  firms  on  even  larger  contracts. 

Right  now,  SBA  has  a  maximum  contract  size  of  $1.25  million  for 
guarantee  bonds.  We  think  that  you  can  increase  that  maximum 
bond  thereby  making  more  bonds  available  to  small  firms,  without 
any  increase  in  the  funding  requirement  for  SBA. 

We  will  also  note  that  SBA's  Preferred  Surety  Bond  Guarantee 
Program,  which  is  a  test  program,  expires  on  September  30th  of 
this  year,  and  we  hope  the  committee  will  take  the  time  to  review 
that  program  and  reauthorize  it. 

Finally,  I  want  to  point  out  that  the  Surety  Bond  Guarantee  Pro- 
gram is  one  of  the  best-managed  programs  within  SBA.  It  is  not 
a  typo  in  my  statement  where  we  say  that  the  program  is  author- 
ized to  provide  $1.8  billion  in  bonding  assistance  while  requiring  an 
appropriation  of  only  $6  million.  That  is  the  leverage  that  is  af- 
forded under  the  SBA's  Surety  Bond  Guarantee  Program. 

The  other  topic  that  I  want  to  address  is  a  topic  that  I  have  been 
before  this  committee  before  to  address;  that  is  subcontracting 
plans.  My  colleagues  mentioned  earlier  the  problems  with  contract 
bundling.  As  contracts  get  bigger,  as  more  and  more  contracts  are 
bimdled,  it  becomes  increasingly  difficult  for  small  businesses  to 
participate  at  the  prime  contract  level.  As  that  occurs,  the  sub- 
contracting plan  program,  which  was  initiated  by  this  committee  in 
1978,  becomes  all  the  more  important. 

Mrs.  Meyers,  you  will  remember  you  held  a  hearing  last  year  in 
April  that  was  rather  heated. 

Because  the  subcontracting  plan  program  is  under  attack  on  a 
number  of  fronts  —  to  refresh  the  members  of  the  committee  who 
may  not  be  as  familiar  with  the  program  —  under  Public  Law  95- 
507,  a  prime  contractor  that  is  other  than  a  small  business  must, 
after  awarding  a  contract  that  is  valued  at  $500,000  or  more  —  or 
$1  million  in  the  case  of  construction  —  must  negotiate  with  the 
agency's  contracting  officer  a  subcontracting  plan.  How  vfiW  that 
contractor  engage  small  businesses  in  its  work,  small  disadvan- 
taged businesses,  and  when  FASA  takes  effect,  women-owned  busi- 
nesses? 

The  small  business  community  has  long  urged  that  subcontract- 
ing plans  be  made  part  of  the  selection  criteria.  Rather  than  being 
done  after  the  contract  has  been  awarded,  we  should  harness  the 
competitive  nature  of  our  private  enterprise  system  and  challenge 
companies  as  part  of  their  selection  criteria  to  use  as  many  small 
businesses,  small  disadvantaged  businesses  and  women-owned 
businesses  as  possible. 

One  of  the  points  that  I  always  like  to  make  about  subcontract- 
ing plans  is  that  it  is  fi'equently  focused  so  much  on  small  dis- 
advantaged businesses.  Though  that  is  an  important  part  of  the 
program,  as  the  committee  discusses  this  program  in  the  coming 
weeks  and  months,  it  is  important  to  remember  that  it  also  is  a 
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small  business  program,  that  it  is  not  limited  to  small  disadvan- 
taged businesses.  Those  that  challenge  the  program  and  the  value 
of  the  program  sometimes  misrepresent  its  goals. 

Chairwoman  Meyers.  I  wonder  if  I  could  ask  you  to  summarize 
within  another  minute  or  two. 

Ms.  Nelson.  Yes,  ma'am. 

The  subcontracting  program  is  under  attack.  Again,  I  remind  you 
of  the  hearing  last  year.  Mrs.  Meyers,  during  that  hearing  you  will 
remember  that  Dr.  Kelman  said  that  he  had  heard  from  numerous 
large  companies  that  they  were  unable  to  comply  with  subcontract- 
ing plans  and  that  the  program  was  much  too  burdensome.  At  that 
time,  you  asked  him  to  provide  a  list  of  the  companies  that  he  had 
heard  from  so  that  we  could  discuss  with  them  what  their  problems 
were  and  better  ascertain  how  to  correct  their  problems.  I  under- 
stand that  list  has  never  been  provided.  It  would  be  very  helpful 
for  both  the  committee  and  for  the  small  business  community  — 
and,  quite  frankly,  for  OFPP  —  if  we  could  have  a  more  open  dis- 
cussion on  that  problem. 

Finally,  as  I  said  earlier,  SBA  has  been  particularly  helpful  in 
the  procurement  arena.  Both  Mr.  Neal,  and  Jere  Glover,  the  chief 
counsel  for  Advocacy,  have  been  small  business  advocates  in  this 
administration  on  tne  problems  of  small  business  in  procurement. 
We  ask  that  this  committee  continue  to  work  with  them  and  en- 
courage their  efforts,  because  a  lot  of  times  they  are  coming  under 
severe  fire  within  the  administration,  and  sometimes  from  without 
the  administration,  on  their  efforts  on  behalf  of  small  business. 

Chairwoman  Meyers.  I  thank  you  very  much,  Ms.  Nelson. 

[Ms.  Nelson's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Lee. 

TESTIMONY  OF  JAMES  LEE,  SOUTHEASTERN  LUMBER 
MANUFACTURER'S  ASSOCIATION 

Mr.  Lee.  We  will  try  it  again  then. 

Thank  you,  Madam  Chair  and  committee.  Thanks  for  an  oppor- 
tunity to  talk  about  timber.  We  are  a  little  different  than  the  other 
groups  here. 

I  am  Jim  Lee  with  the  Southeastern  Lumber  Manufacturers  As- 
sociation. We  are  800  members  strong,  of  sawmills  as  well  as  sup- 
pliers to  the  sawmill  industry  there.  I  would  like  to  request  that 
my  written  testimony  be  submitted  for  the  record,  and  I  will  try 
to  summarize  my  comments  into  problems,  solutions  and  why 

Chairwoman  Meyers.  Without  objection,  so  ordered. 

Mr.  Lee  [Continuing.]  the  set-aside  program  for  timber  is  not  a 
traditional  set-aside  program.  We  are  not  asking  for  jobs.  We  are 
not  asking  for  money.  We  are  not  trying  to  make  up  for  past  biases. 
What  we  are  really  asking  for  in  this  program  is  an  equal  competi- 
tion and  not  subsidiaries,  fair  share  with  like  competition. 

I  am  from  Mississippi,  and  we  rank  our  high  school  teams  by  A 
teams,  AA,  AAA,  and  AAAA  It  is  difficult,  if  I  can  use  an  example, 
to  have  an  A  team  play  against  a  AAAA  team.  You  just  can't  win. 
There  is  no  way  that  you  can  play.  You  don't  have  the  resources, 
and  you  can't  compete  on  an  equal  basis. 

This  is  similar  to  our  sawmill  situation.  The  Federal  code  directs 
that  agencies  should  offer  to  small  businesses  timber  sales  in  the 
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form  of  set-asides,  if  necessary,  to  assure  a  fair  proportion  of  the 
sales  are  offered  to  small  businesses.  Three  key  words  there:  If  nec- 
essary, a  fair  proportion,  and  offered.  Those  are  the  key  elements 
there. 

Let's  talk  about  the  problem.  Before  1956,  small  businesses,  fam- 
ily businesses  that  are  sawmills,  competed  with  big  corporations, 
and  they  couldn't  purchase  a  national  forest  timber  sale.  They  just 
could  not  outbid  large  businesses.  They  didn't  have  the  money. 
They  didn't  have  the  resource.  They  didn't  have  the  staff.  They 
were  not  able  to  compete  on  this  timber  side  area. 

Small,  family  owned  businesses  or  sawmills  depend  on  two 
sources  for  their  timber.  One  is  from  private  nonindustrial  land- 
owners, tree  farmers,  and  the  other  is  from  public  land.  If  either 
one  of  these  go  or  slid  away,  then  that  is  going  to  affect  the  small 
family  business. 

The  solution  came  when  Senator  Strom  Thurmond  and  Senator 
Wayne  Morris  of  Oregon  helped  craft  a  program  for  small  timber 
businesses  where  they  could  bid  but  still  maintained  a  floor.  They 
had  to  bid  against  each  other,  the  A  team  against  the  A  team,  and 
not  against  a  big  team. 

Everybody  can  bid  on  national  forest  timber,  whether  big  or 
small.  But  if  small  business  is  not  buying  within  10  percent  of  the 
small  business  share  percentage,  then  it  triggers  —  and  that  is  the 
key  word  —  it  triggers  a  sale  that  is  just  for  the  small  sawmill 
businesses.  So,  you  have  a  small  business  bidding  against  a  small 
business. 

Why  does  it  work?  It  works  because  there  is  competition.  As  long 
as  the  small  businesses  receive  their  base  share  percentage  then  all 
sales  are  open  to  all  bidders.  If  small  businesses  are  unable  to  com- 
pete against  large  businesses,  then  the  program  allows  small  com- 
panies to  bid  against  only  themselves.  It  is  a  complicated  formula 
with  SBA,  but  it  is  a  very  important  tool  to  the  small  sawmills 
throughout  the  south  and  other  regions. 

SBA  figures  I  am  using  now  says  that  set-aside  acres  in  Forest 
Service  Region  8  bring  in  about  $219  per  thousand  board  feet  on 
an  average,  where  small  business  sales  brings  in  about  $205  per 
thousand  board  feet.  You  are  seeing  money  come  back  to  the  Treas- 

The  value  of  the  program  for  all  sawmills  is  it  maintains  com- 
petition. It  brings  in  money  to  the  Treasury.  It  provides  employ- 
ment for  the  small  businesses  which,  many  times,  are  rural  and 
they  are  the  only  industry  in  that  particular  site.  It  is  family  busi- 
nesses. It  brings  diversity  to  the  overall  community. 

Pressure  from  environmentalists  have  caused  less  and  less  tim- 
ber to  go  on  sale  or  be  tied  up  in  court.  The  net  effect  is  home  costs 
are  going  up,  and  remodeling  is  going  up.  We  need  some  changes 
in  the  tax  law  and  Endangered  Species  Act,  but  I  am  not  going  to 
address  those  here.  If  small  family  businesses  are  not  able  to  com- 
pete and  bring  in  some  type  of  raw  material,  we  will  lose  as  a  coun- 
try about  50  percent  of  our  capacity  for  producing  softwoods. 

The  program  works.  The  Forest  Service  offered  1,947  sales  in 
USES  Region  8.  We  had  1,534  bought  by  small  businesses.  Of  the 
32  market  areas  in  the  south,  eight  areas  were  triggered,  which 


means  they  got  a  chance  to  bid  against  themselves  instead  of 
against  big  business. 

I  guess,  in  conclusion,  I  would  like  to  say  small  businesses  in  the 
Forest  Service  area  will  lose,  loggers  will  lose.  Where  will  they  get 
their  timber?  They  will  have  to  get  it  from  the  tree  farmers,  the 
nonindustrial  lands,  where  large  businesses  have  the  advantage. 
SLMA  and  the  members,  the  suppliers,  ask  that  you  keep  this  pro- 
gram involved,  keep  it  intact.  What  we  are  asking  is  that  you  put 
family  businesses  first. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Lee. 

[Mr.  Lee's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  final  witness  is  Dona  O'Bannon  of  the 
National  Association  of  Women  Business  Owners. 

TESTIMONY  OF  DONA  O'BANNON,  NATIONAL  ASSOCIATION  OF 
WOMEN  BUSINESS  OWNERS 

Ms.  O'Bannon.  Thank  you  very  much,  and  thank  you  for  saving 
the  best  for  last.  Women  business  owners  are  used  to  being  last, 
so  I  am  pleased  to  take  this  position  on  the  panel  today. 

I  am  Dona  O'Bannon.  I  am  president  of  O'Bannon  and  company. 
I  have  been  in  business  for  21  years,  although  I  am  certainly  not 
that  old.  I  have  seen  many  changes  in  women  business  ownership 
since  that  time. 

I  was  one  of  the  early  members  of  the  National  Association  of 
Women  Business  Owners,  which  was  formed  in  1974,  by  12  women 
here  in  Washington,  DC.  I  was  an  early  member,  joined  in  May  of 
that  year,  and  I  thought  some  statistics  —  even  though  everybody 
told  me  not  to  do  this  today,  I  just  have  to  give  you  some  statistics. 

In  1974  when  NAWBO  was  formed,  there  were  401,000  women 
business  owners.  In  1993,  there  were  6.5  million.  In  the  year  2000, 
40  percent  of  the  projected  businesses  will  be  owned  and  operated 
by  women. 

In  1977,  V4  of  1  percent  of  contracts  in  the  Department  of  the  de- 
fense, civilian  contracts,  went  to  women-owned  firms.  I  don't  have 
that  number  today,  because  we  couldn't  scramble  around  fast 
enough  to  get  it,  although  I  know  Mr.  DeLuca  has  it.  But,  in  1993, 
1.8  percent  of  all  Federal  contracts  were  awarded  to  women-owned 
firms.  We  are  very  pleased  with  the  goal  of  5  percent  that  the  Con- 
gress has  set. 

Women-owned  businesses  in  1987  had  receipts  of  $224  million. 
In  1993,  we  employ  11  million  people. 

A  recent  study  by  our  foundation,  the  National  Foundation  for 
Women  Business  Owners,  has  indicated  that  women-owned  firms 
employ  more  Americans  than  the  Fortune  500.  We  are  very  proud 
of  that.  We  are  also  very  proud  of  our  corporate-sustaining  mem- 
bers who  are  funding  us,  as  we  are  part  of  a  public-private  partner- 
ship as  well. 

I  must  mention  AT&T,  IBM,  Chrysler,  American,  Speedy  Print- 
ers, Federal  Express,  Nordstroms,  Working  Woman  magazine,  and 
the  Working  Woman  television  program  hosted  by  Kathleen. 

Our  former  corporate  sustaining  members,  too,  are  very  impor- 
tant to  us,  because  they  started  with  us  back  in  1976:  Mobile  Oil, 
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Sears,  Spiegel  and,  most  importantly,  the  Equitable  Life  Assurance 
Society  of  the  United  States.  This  was  before  their  reorganization. 

We  also  believe  in  free  enterprise,  we  women  business  owners, 
and  we  now  have  over  5,000  members  nationwide,  having  started 
with  12.  This  is  our  directory.  We  have  members  in  all  50  States. 
We  either  have  chapters  or  we  have  associate  members.  I  des- 
perately tried  to  fma  them  in  all  the  home  towns  of  Members  of 
Congress  here,  but  I  know  they  are  there.  If  not,  we  are  going  to 
go  recruit  them. 

We  also  started  in  1974  with  our  own  welcome  to  the  women's 
network.  We  had  the  first  directory  in  the  United  States  of  women- 
owned  firms,  thanks  to  our  friends  at  the  Equitable  Life  Assurance 
Society  of  the  United  States,  and  in  1977  we  published  the  Direc- 
tory of  Women-Owned  Firms.  It  was  the  only  one  at  that  time,  and 
Equitable  was  so  impressed  that  we  gave  them  a  product,  which 
we  were  kind  of  impressed  with  ourselves.  Then  we  gave  them  a 
second  directory  in  three  cities,  1979,  1980:  The  Directory  of 
Women-Owned  Businesses  in  the  Boston  metropolitan  area  and  the 
Chicago  metropolitan  area  and  in  the  BaltimoreAVashington  metro- 
politan area. 

NAWBO  has  always  been  small  but  veiy,  very  active.  We  pushed 
very  hard  and  really  feel  quite  self-satisfied  that  we  helped  push 
the  Advocacy  Office  for  the  Women's  Business  Ownership  Program 
at  SBA.  We  pushed  very  hard  for  a  Women's  Business  Enterprise 
Office  at  the  SBA,  and  we  got  one. 

We  also  participated  only  once  in  a  Federal  contract.  That  was 
back  I  believe  in  1979.  It  was  during  my  presidency  from  1977  to 
1979,  but  I,  frankly,  couldn't  find  the  old  newsletter  to  find  it.  We 
received  a  $250,000  grant  from  the  Federal  Railroad  Administra- 
tion, where  we  were  to  provide  education  and  contracts  for  women- 
owned  firms. 

We  provided  $7  million  in  women-owned  contracting  opportuni- 
ties for  women-owned  firms,  and  we  were  joined  in  that  contract 
with  the  National  Association  of  Minority  Contractors.  The  two  of 
us  did  it.  Of  the  $7  million  that  was  awarded,  I  think  —  if  I  have 
the  number  correctly,  and  I  will  have  to  go  back  and  check  it  — 
but  I  think  about  9  percent  in  1979  of  the  contracts  went  to  black 
firms. 

As  I  thought,  driving  into  work  this  morning,  as  I  thought 
through  all  the  SBA  administrators  I  had  worked  with,  they  really 
had  been  quite  remarkable.  My  first  one  was  with  Vernon  Weaver, 
Then  we  moved  on  to  Jim  Abdnor  and  Pat  Saiki  and  Tom  Kleppe. 
I  was  very  impressed,  met  with  Erskine  Bowles,  not  with  —  for  a 
NAWBO  issue,  but  on  another  matter.  Having  heard  Phil  Lader 
here  today,  I  am  quite  confident  that  SBA  is  in  excellent  hands, 

Ms,  O'Bannon,  SBA  may  not  be  a  father's  SBA  or  a  mother's 
SBA,  but  on  behalf  of  NAWBO,  I  would  like  to  tell  you  today  that 
we  believe  the  SBA  is  a  different  SBA  and  a  better  SBA.  Women 
business  owners  need  to  expand,  that  is,  we  need  to  get  started, 
number  one,  but  we  need  to  expand. 

Most  women-owned  firms  begin  with  their  own  capital.  We  found 
long  ago  —  and  former  Congresswoman  Lindy  Boggs  wanted  to  be 
here  with  me  today,  but  the  notice  was  simply  too  short,  and  she 
would  like  to  testify  at  some  other  time.  As  you  know,  she  has  been 
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one  of  our  strongest  advocates  while  she  was  in  the  Congress;  and 
I  phoned  her,  and  she  had  the  flu,  or  otherwise  she  would  have 
dragged  herself  in  here. 

But  we  very  much  support  the  programs  that  the  Small  Business 
Administration  and  all  of  the  Government  departments  have  in 
reaching  out  to  women-owned  firms. 

I  commend  the  SBA  for  its  charts  today.  I  do  believe  that  per- 
haps they  might  go  back  and  revisit  the  charts  the  little  tiny, 
weeny  yellow  part  of  the  women-owned  firms  would  be  a  little  bit 
bigger  if  they  combined  the  minority  women-owned  firms  who  have 
contracts  because  we  don't  consider  ourselves  white,  African-Amer- 
ican, Asian-American  or  Hispanic.  We  consider  ourselves  women- 
owned  firms  and  we  reach  out  to  all  of  us. 

So  while  I  appreciate  and  am  thrilled  that  the  number  was  so  lit- 
tle, because  it  gives  us  a  whole  lot  more  room  to  work  in,  I  think 
the  number  might  be  a  little  larger  if  we  combined  it  with  the  Afri- 
can-American and  Hispanic  and  Asian  and  the  Native-American- 
owned  firms. 

As  far  as  the  contracting  opportunities  the  SBA  gives,  they  are 
really  so  much  better  than  they  used  to  be.  They  were  absolutely 
nonexistent  in  1977.  I  believe  that  the  programs  that  the  SBA  has 
and  the  other  agencies  —  Department  of  the  Air  Force,  Commerce, 
all  of  the  Departments  —  have,  through  pushing  by  the  Congress, 
I  might  add,  and  some  of  the  Presidents,  I  believe  the  contracting 
both  for  women-owned  firms  and  for  minority-owned  firms  is  frank- 
ly more  cost-effective  to  the  Federal  Gk)vemment  than  if  we  did  it 
the  old  way. 

In  1977,  when  we  first  visited  with  the  Cabinet  Secretaries, 
when  I  was  President  of  NAWBO,  we  just  marched  right  in  and  we 
met  with  all  of  them.  I  think  then  we  had  200  members  and  we 
told  them  we  had  2,000  and  that  is  how  we  got  meetings.  We  sort 
of  do  what  we  have  to  do. 

Chairwoman  MEYERS.  I  wonder  if  you  would  summarize. 

Ms.  O'Bannon.  We  do  have  some  problems.  We  do  have  problems 
in  growth.  We  don't  have  capital.  We  have  many,  many  more 
women  going  into  business  as  they  lose  their  jobs  in  the  corporate 
sector  or  as  they  hit  the  glass  ceilings,  and  we  still  have  a  tremen- 
dous problem  with  fronts  —  women-owned  firms  and  to  some  ex- 
tent minority-owned  firms  who  are  accused,  rightly  sometimes  and 
wrongly  most  of  the  time,  of  not  being  properly  certified. 

We  tried  a  certification  process  back  in  1979,  and  after  our  insur- 
ance company  refused  to  ensure  our  certification  procedure,  we 
dropped  it.  We  couldn't  stand  the  product  liability  suit. 

In  conclusion,  Congresswoman  Meyers,  I  am  pleased  —  so 
pleased  to  have  you  here  today  as  Cnair  of  this  committee.  We 
have  worked  with  Congressman  LaFalce  when  he  was  Chairman. 
But  if  I  could  think  of  a  near-perfect  program  that  the  United 
States  could  have  for  women-owned  firms,  I  would  suggest  we  fly 
into  the  wild  blue  yonder  and  adopt  the  Department  of  the  Air 
Forces  program  which  Mr.  DeLuca  has  so  articulated  today,  and  he 
and  Colonel  Mimms  and  the  Air  Force  should  be  commended  for 
the  program  that  they  have,  and  the  SBA  should  be  thanked  for 
helping  us  all. 

Thank  you. 
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Chairwoman  Meyers.  Thank  you  very  much,  and  I  appreciate 
your  patience  and  your  testimony  in  being  with  us  today. 

[Ms.  O'Bannon's  statement  may  be  found  in  the  appendix.] 

Chairwoman  MEYEits.  Without  objection,  in  conjunction  with  Mr. 
Lee's  testimony,  I  will  introduce  the  testimony  of  the  Small  Busi- 
ness Timber  Council  for  the  record. 

Mr.  Milliard. 

Mr.  HiLLiARD.  Thank  you  very  much.  Madam  Chairman, 

I  have  no  questions,  but  I  do  want  to  make  a  statement.  This  is 
my  third  year  here,  I  am  in  my  second  term;  and  I  am  on  a  couple 
of  committees,  and  this  is  one  of  the  most  enjoyable  panel  discus- 
sions, panel  presentations  that  I  have  been  involved  in.  All  of  what 
you  do  has  broadened  the  diversity  of  our  country.  It  helps  it  be- 
come inclusive  and  it  helps  America  become  more  American,  and 
I  am  just  very  happy  to  see  what  you  are  doing. 

Let  me  just  commit  to  you  that  I  am  going  to  go  back  through 
your  testimony,  because  I  want  to  see  those  recommendations  that 
I  know  that  you  made.  I  know  that  a  couple  of  you  have  some  rec- 
ommendations, and  because  of  time,  I  did  not  get  a  chance  to  really 
get  into  them.  So,  I  might  be  contacting  you  about  those  because 
I  am  very  interested  in  what  you  do. 

You  know,  you  notice  there  are  very  few  of  us  here.  They  told 
me  when  I  first  got  here  that  when  you  go  to  hearings  and  there 
aren't  many  Congresspersons  there  —  as  you  notice,  I  said 
"Congresspersons"  —  it  is  because  everyone  generally  is  satisfied 
with  what  you  do  and  the  way  you  are  doing  the  job.  So,  I  hope 
that  that  is  the  case,  still.  But  thank  you  very  much,  and  I  like 
what  you  do. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Hilliard. 

I  would  like  to  ask  a  couple  of  questions  and  then  we  will  turn 
to  Mr.  Thompson.  Maybe  I  could  address  this  to  Mr.  DeLuca  and 
Mr.  Neal. 

The  administration's  1996  budget  suggests  eliminating  the  PASS 
system.  PASS  stands  for  Procurement  Automated  Source  Selection, 
and  it  lists  the  small  businesses  that  are  available  to  perform  cer- 
tain contracts.  Why  has  the  administration  suggested  zeroing  that 
out,  or  eliminating  it?  Let's  start  with  Mr.  Neal  and  then  Mr. 
DeLuca. 

Mr.  Neal.  We  have  responsibility  for  administration  of  the  PASS 
system,  and  the  reason  that  the  PASS  system  is  not  listed  as  a 
budget  line  item  for  fiscal  year  1996  is  that  we  are  looking  at  the 
development  of  the  vendor  registration  database  that  will  be  used 
as  part  of  the  electronic  commerce  Electronic  Data  Interchange  sys- 
tem which  was  required  and  is  termed  FACNET  under  the  Federal 
Acquisition  Streamlining  Act. 

The  system  that  would  be  used  to  register  vendors  who  would  be 
interested  in  providing  goods  and  services  to  the  Federal  Govern- 
ment, would,  in  many  cases,  be  a  duplicative  database  of  the  PASS 
system.  We  are  working  with  the  administrators  of  the  new  EC 
system  to  have  a  gradual  transition  so  that  we  can  phase  out  PASS 
and  use  the  database  that  would  exist  in  support  of  the  electronic 
commerce  system  to  perform  many  of  the  functions  —  well,  all  of 
the  functions  —  that  are  currently  being  performed  by  the  PASS 
system.  / 
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Chairwoman  Meyers.  How  fast  is  the  FACNET  moving?  You  say 
"phase  it  out,"  but  they  have  zeroed  PASS,  I  think. 

Mr.  Neal.  We  have  zeroed  it  out,  but  we  are  taking  the  tack  that 
we  are  looking  at  users  and  the  price  that  we  charge  the  users  to 
try  and  recover  some  of  the  funds  that  we  use  for  PASS  now,  to 
try  to  make  it  self-sufficient. 

We  are  trying  to  be  flexible,  with  the  understanding  that  the  tar- 
get date  for  putting  up  the  vendor  registration  database  is  fiscal 
year  1996.  We  have  developed  a  transition  plan;  we  want  to  stay 
very  close  and  adhere  to  that  plan,  but  at  the  same  time  look  at 
users'  costs  and  possibly  raise  the  costs  that  are  being  imposed 
upon  the  users  of  the  PASS  system. 

Chairwoman  Meyers.  Thank  you,  Mr.  Neal. 

Mr.  DeLuca. 

Mr.  DeLuca.  Yes,  Madam  Chair.  In  response  to  the  question,  as 
a  user  of  PASS,  we  had  made  several  recommendations  in  my  testi- 
mony —  and  I  may  have  failed  to  ask  that  if  you  would,  if  I  could 
submit  it  for  the  record;  and  if  I  did  fail  to  do  that,  if  I  could  sub- 
mit it  for  the  record,  I  would  appreciate  it  at  this  time.  Incor- 
porated in  there  is  a  recommendation  with  respect  to  PASS. 

I  think  the  key  to  PASS  is  its  ability  to  provide  us  sources  that 
are  qualified,  and  we  found  what  needs  to  be  done  is  there  needs 
to  be  a  little  more  expansion  with  respect  to  experience  that  the 
sources  have.  What  we  found  is  it  is  a  lot  easier  to  go  ahead  and 
introduce  a  source  into  the  equation  if  the  requiring  activity  has 
confidence  in  that  source.  To  make  it  in  very  simple  terms,  if  the 
civil  engineer  on  our  side  could  pick  up  the  phone  and  talk  to  an- 
other civil  engineer  and,  whether  it  be  in  the  Federal  Government 
or  other  activity,  they  can  talk  in  civil  engineeringese,  it  makes  our 
job  a  lot  easier  to  get  to  the  table. 

With  FACNET,  we  are  looking  at  100,000  and  below;  I  think  we 
are  going  to  require  a  system  that  is  going  to  address  those  con- 
tracts over  100,000  with  respect  to  the  identification  of  the  sources. 

Chairwoman  Meyers.  I  will  have  another  question,  but  I  would 
like  to  turn  to  Mr.  Thompson. 

Mr.  Thompson.  Thank  you.  Madam  Chairman.  Let  me  com- 
pliment you  for  having  this  hearing  on  what  I  consider  a  very  vital 
subject  within  the  small  business  arena. 

But  let  me  also  compliment  the  panelists.  I  have  been  very  im- 
pressed. It  has  been  very  enlightening  both  —  as  Mr.  Hilliard  has 
indicated,  and  also  to  myself 

The  notion  that  a  set-aside  is  wrong  is  the  attitude  that  is  pre- 
vailing all  around  this  country  now.  You  have  done  a  credit  to 
agencies  and  to  your  profession  by  indicating  in  your  testimony 
that  set-aside  does  not  say  "less  quality."  It  does  not  say  "at  an  in- 
creased cost."  It  does  not  in  any  way  suggest  an  inferior  product. 
That  is  very  good. 

Your  written  documentation  is  very  good  to  that  effect,  and  I 
would  say  that  the  arguments  put  forth  today.  Madam  Chairman, 
have  been  very,  very  positive  to  this  notion. 

As  you  know,  there  have  been  questions  in  the  past  about  wheth- 
er or  not  we  sacrifice  quality  for  set-aside  programs  and  the  percep- 
tion that  this  is  some  boondoggle  that  is  not  in  the  best  interests 
of  the  Government.  To  me,  it  became  very  clear  that  that  is,  in  fact. 
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not  the  case;  so  let  me  compliment  you  again  for  putting  it  to- 
gether, but  also  for  the  very  thorough  review  of  the  issue  by  the 
panelists.  I  just  hope  that  your  position  prevails  within  the  commit- 
tee and  Congress. 

Thank  you  very  much. 

Chairwoman  Meyers.  Thank  you,  Mr.  Thompson.  Let  me  ask  an- 
other question,  and  then  if  either  of  you  has  another  question,  we 
will  come  back  for  another  round. 

But  I  would  like  to  ask  a  question  and  direct  it  to  Nelson  and 
DeLuca  and  Neal,  if  I  might.  Do  you  believe  that  the  Federal  Ac- 
quisition Streamlining  Act  will  be  good  for  small  business?  In  other 
words,  do  you  have  enough  experience  yet  with  the  new  procure- 
ment system  to  see  how  it  is  working  for  small  business?  Maybe 
we  could  start  with  Robert  and  then  go  to  Colette  and  then  to  Mr. 
DeLuca. 

Mr.  Neal.  Madam  Chair,  what  we  have  tried  to  do  to  ensure 
that  we  are  still  in  touch  with  the  small  businesses  out  there  is 
that  we  have  held  two  teleconferences  on  the  implementation  of  the 
Federal  Acquisition  Streamlining  Act,  and  we  just  had  the  second 
teleconference  on  February  23.  We  still  haven't  gotten  the  results 
on  the  attendance,  but  in  the  first  teleconference  we  reached  over 
15,000  small  businesses  and  contracting  officers  to  discuss  the  act. 
What  we  are  seeing  right  now  is  that  everyone  is  very  concerned 
about  the  implementation  of  the  act  through  the  regulations.  That 
is  critical  for  ensuring  that  small  businesses  receive  adequate  pro- 
tection under  the  Federal  Streamlining  Act. 

What  we  are  trying  to  ensure  is  that  the  voice  of  small  busi- 
nesses is  heard  and  represented  through  our  comments  to  the  De- 
fense Acquisition  Council  and  the  Civilian  Acquisition  Council  who 
are  responsible  for  writing  the  regs.  As  it  is,  right  now,  we  believe 
that  with  the  involvement  that  we  have,  and  then  also  with  the  in- 
volvement that  we  have  from  the  Chief  Counsel  for  Advocacy,  he 
really  can't  be  muzzled,  we  have  the  opportunity  to  really  keep 
small  business  issues  on  the  forefront. 

Chairwoman  Meyers.  I  don't  think  any  of  you  can  be  muzzled. 

Mr.  Neal.  We  have  the  opportunity  to  keep  on  the  forefi-ont  the 
thought  that  small  businesses  have  to  be  considered  in  each  and 
every  rule  and  in  every  nuance  when  they  develop  the  rule,  so 
right  now  we  feel  very  comfortable  that  we  can  still  protect  small 
businesses. 

Chairwoman  Meyers.  At  what  stage  is  that  rulemaking?  When 
could  we  expect  the  rules  to  be  finalized? 

Mr.  Neal.  On  March  6th  they  will  close  the  comment  period  on 
the  rules  that  most  directly  impact  small  businesses,  so  we  would 
expect  that  probably  anywhere  from  45  to  60  days  later  we  will 
have  final  rules  out  that  would  affect  small  businesses  in  part  19 
and  part  13  of  the  FAR. 

Chairwoman  Meyers.  All  right.  Thank  you  very  much,  Mr,  Neal. 

Ms.  Nelson. 

Ms.  Nelson.  As  usual,  I  am  not  as  optimistic  as  Bob  is  in  this 
regard,  but  Bob  and  Jere  have  done  a  great  job  in  making  sure 
that  the  voice  of  small  business  was  heard.  I  am  not  sure  that  their 
voices  are  heard  or  have  been  heard  or  that  the  small  businesses' 
voices  have  been  heard.  It  remains  to  be  seen. 
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Some  of  the  proposed  rules  are  out.  Some  of  them  mirror  the  law 
exactly.  Other  regulations  in  the  proposed  forms  are  not  out.  It  is 
very  difficult  to  see  the  big  picture  when  we  are  only  seeing  it 
piecemeal.  Some  of  our  concern  is  that  the  comment  period  on  some 
pieces  will  close  before  the  comment  period  on  other  pieces  will 
open;  We  are  being  forced  to  give  input  before  we  know  what  the 
big  picture  is. 

As  you  know,  we  were  very  concerned  with  the  law  last  year.  The 
Confess  chose  to  delegate  to  the  executive  branch  incredible  au- 
thority on  how  this  law  will  be  implemented.  Until  those  regula- 
tions are  in  place  and  until  we  have  some  experience,  it  will  be  dif- 
ficult to  tell.  However,  we  continue  to  feel  that  there  are  at  least 
a  few  people  in  the  administration  who  hold  the  small  business 
community  and  the  small  disadvantaged  business  community  in 
disdain.  They  believe  that  we  are  not  qualified  or  capable  of  doing 
the  work,  that  it  is  inconvenient  for  the  Government  contracting  or- 
ficers  to  do  business  with  small  businesses.  Given  the  attitude  they 
carry  into  the  reg-writing  process  and  into  the  implementation 
process,  we  are  concerned  about  what  the  final  outcome  may  be. 

I  would  urge  the  committee  perhaps  to  hold  a  later  hearing  on 
implementation  of  FASA. 

Let  me  give  you  just  one  point  that  I  think  shows  the  disdain. 
Almost  every  proposed  regulation  has  said  that  there  was  no  need 
to  do  a  regulatory  flexibility  analysis  because  they  do  not  impact 
small  business.  Excuse  me?  Any  procurement  rules  don't  affect 
small  businesses?  Even  the  small  business  regs  said  this.  They  said 
they  didn't  have  to  do  a  regulatory  flexibility  analysis  because  it 
impacted  small  businesses,  but  they  thought  it  was  good  for  small 
businesses,  so  they  didn't  bother.  I  missed  that  footnote  in  the  Reg- 
ulatory Flexibility  Act. 

There  is  no  such  exemption,  but  they  took  it  upon  themselves  to 
make  that  exemption,  and  I  think  that  shows  the  attitude. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Nelson.  That 
is  most  help  helpful. 

Ms.  O'Bannon.  May  I  just  add  one  thing? 

I  am  not  as  expert  in  these,  and  I  have  never  had  a  Federal  con- 
tract and  I  don't  participate  in  the  process  and  I  am  the  worst  per- 
son to  be  here  from  NAWBO  today,  but  what  Colette  just  said  re- 
minds me  of  what  we  faced  in  1977  through  1980  when  I  was 
President  of  NAWBO,  the  contracting  officers  considered  us  a  fly 
on  the  tip  of  the  tail  of  the  dog.  We  just  —  they  considered  us  a 
bother;  they  didn't  want  to  fool  with  us. 

They  had  their  preferred  contractors,  large  and  a  few  small  ones, 
and  they  met  whatever  social  responsibility  they  might  have  had 
by  contracting  with  one  or  two  small  businesses  regularly  instead 
of  throwing  the  pie  open. 

Chairwoman  Meyers.  Thank  you  very  much. 

Mr.  DeLuca. 

Mr.  DeLuca.  Yes,  Madam  Chair,  with  respect  to  the  utilization 
of  EDI  which  FASA  talks  to,  couple  of  points. 

One,  the  devil  is  in  the  details.  Training  is  going  to  be  key.  SBA, 
I  think,  has  been  tasked  to  do  it;  it  is  going  to  be  a  grueling  task. 
It  is  going  to  be  a  tough  task,  and  unless  people  are  trained  in 
their  ability  to  go  ahead  and  use  this,  it  is  going  to  be  very,  very 
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difficult.  Experience  with  the  current  FACNET  system  —  as 
planned,  experience  is  limited;  Air  Force  does  have  experience  with 
another  system  we  called  GATECH  out  of  Wright-Patterson,  What 
we  found,  competition  was  up,  small  business  utilization  was  up. 

However,  what  was  difficult  to  find  sometimes  is  whether  they 
were  seeing  more  distributors  play  into  this  than  we  had  in  the 
past  and,  more  importantly,  were  the  actions  being  awarded  out  of 
local  area?  Politics  has  a  tendency  to  be  local  sometimes,  and  I 
think  that  is  something  you  may  want  to  look  at. 

Another  thing  I  think,  in  the  construct  of  the  system  right  now, 
reservation  is  for  small  business.  When  you  put  it  up  on  the  net, 
how  do  you  ensure  we  can  go  ahead  and  maintain  that  reservation 
when  once  you  put  it  up,  it  goes  nationwide.  We  have  to  look  at 
ability  as  to  one  too  few,  one  too  many, 

I  would  also  second  the  point  that  was  made  at  hearings  at  a 
later  point  in  time,  once  this  thing  gets  under  way  and  we  do  have 
an  ability  to  see  how  it  is  playing  out.  What  we  do  see,  though  — 
however,  from  the  Government  side  is,  I  talked  to  a  procurement 
clerk  who  had  been  working  for  the  Government  for  30  years.  I 
used  to  buy  mandatory  Federal  supply  schedule  items  and  I  am 
going  to  tell  you,  it  was  the  worst  job  in  the  world.  You  come  and 
everything  is  stacked  up  and,  God,  it  was  awful. 

She  told  me  is  that  what  EDI  did  for  her,  it  makes  her  happy 
to  come  to  work,  because  it  put  dignity  back  into  the  job.  So,  I 
think  it  is  something  we  have  to  pursue;  it  is  terribly  important. 
I  think  it  will  benefit  small  business  in  the  long  run,  but  once 
again,  it  is  how  we  implement  that  is  going  to  be  difficult. 

Chairwoman  Meyers.  If  we  had  another  hearing  on  this  —  and 
then  I  am  going  to  turn  to  these  gentlemen  for  our  final  questions 
of  the  day.  If  we  had  another  hearing  on  this,  would  it  most  appro- 
priate to  have  it  in  May  when  the  final  rules  and  regs  are  final- 
ized? 

Mr.  Neal,  May  would  be  a  good  timefi-ame  because  we  have  the 
second  round  of  regulations  implementing  FASA  about  to  come  out, 
and  by  then,  the  final  rules  would  be  pretty  much  put  together  if 
not  already  published. 

Mr.  DeLuca,  If  I  could  comment,  I  think  it  might  be  too  soon. 
I  think  you  have  to  give  it  time  to  settle  in,  see  what  the  results 
are.  I  think  it  is  improper  to  institute  a  countermeasure,  unless 
you  have  given  the  countermeasure  you  have  inputted  an  oppor- 
tunity to  do  something.  So,  you  can  have  the  proposed  rule  or 
whatever  in  May,  and  unless  you  see  some  time  go  so  we  have  ac- 
tually been  able  to  use  it,  I  think  it  would  be  premature.  You  would 
still  get  a  bunch  of  opinions;  I  think  what  you  need  to  deal  with 
is  the  facts,  so  I  would  recommend  you  may  want  to  hold  on. 

Ms.  Nelson.  Mrs,  Meyers,  if  I  may,  I  very  rarely  disagree  with 
Tony,  but  I  think  late  spring  would  be  appropriate,  I  think  that  the 
committee  has  got  to  figure  out  what  is  in  place  and  get  some  com- 
mitments from  those  implementing  those  new  regulations;  and 
then  perhaps  do  follow-up  at  a  later  period,  as  Tony  is  suggesting, 
I  know  that  is  extra  work  for  the  committee  and  extra  work  for  the 
staff,  but  you  need  that  commitment,  you  need  to  ask:  What  do  you 
think  this  means.  Dr.  Kelman;  what  do  you  think  this  means,  Ms. 
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Preston.  You  must  get  that  commitment  and  then  move  forward 
and  make  sure  that  they  live  up  to  the  standards  that  are  set. 

Chairwoman  Meyers.  Thank  you. 

Would  Mr.  Milliard  like  to  —  Mr.  Thompson. 

Mr.  Thompson.  Thank  you,  Madam  Chairman.  I  would  like  to 
welcome  one  Mississippian  to  this  committee  hearing.  I  don't  know 
whether  you  are  in  my  district  or  not,  but  I  don't  want  you  to  hold 
it  against  me  that  I  just  recognized  you.  But  we  are  glad  to  have 
you,  and  we  appreciate  your  testimony  Mr.  Lee. 

Mr.  Lee.  Thank  you. 

Chairwoman  Meyers.  Well,  we  are  glad  to  have  all  of  vou  here 
today  and  we  appreciate  your  patience  and  we  will  probably  be 
calling  on  you  again  and  may  be  submitting  some  questions  to  you 
that  I  just  didnt  really  have  the  opportunity  to  ask,  because  the 
hour  is  late,  by  mail.  Thank  you  very  much. 

Mr.  DeLuca.  Thank  you. 

[Whereupon,  at  12:16  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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Opening  Statement  of 
The  Honorable  John  J.  LaFalce 

Ranking  Minority  Member 
Committee  on  Small  Business 

Hearing  on  the  Small  Business  Administration 
Procurement  Assistance  Programs 

March  2,  1995 

Thank  you,  Madame  Chairman,  for  calling  this  hearing. 

First  of  all,  I  would  like  to  welcome  Administrator  Lader.  Regrettably,  I  was  unable  to 
be  here  for  his  first  appearance  before  the  Committee  because  of  a  scheduling  conflict.  I  am  very 
pleased  that  you  have  been  invited  to  give  an  overview  of  SBA  programs.  Your  presence  and 
testimony  are  essential  before  the  Committee  embarks  on  its  review  of  SBA  programs  because 
we  must  make  our  judgment  of  those  programs  based  on  today's  SBA.  As  interesting  as  the 
testimony  from  former  SBA  Administrators  was  at  last  Tuesday's  hearing,  I  would  not  want  dated 
impressions  of  the  operation  and  effectiveness  of  programs  to  form  the  basis  of  this  Committee's 
reconmiendations  for  program  improvements  and  change. 

I  also  look  forward  to  this  opportunity  to  review  the  procurement  assistance  programs 
offered  by  the  Small  Business  Administration,  and  I  think  it  will  be  especially  worthwhile  for  the 
newer  members  of  the  Committee  to  have  an  opportunity  to  learn  about  these  programs  in  some 
detail. 

As  you  know,  procurement  assistance  for  small  businesses  has  been  a  central  function  of 
the  SBA  since  its  inception.  And  indeed,  as  the  SBA  points  out,  even  before  there  was  a  Small 
Business  Administration,  the  Congress  passed  a  law  during  World  War  II  creating  the  Certificate 
of  Competency  program  to  ensure  that  small  businesses  had  the  opportunity  to  participate  in  the 
war  effort 
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The  COC  program  still  exists,  and  several  other  procurement  assistance  programs  have 
been  added  through  the  years  to  keep  up  with  the  myriad  changes  and  new  demands  that  face  the 
small  business  owner  in  today's  business  world.  The  technology,  transportation,  workforce, 
fmances,  competition,  products  and  services  that  a  small  business  owner  confronts  today  did  not 
exist  when  the  SBA  was  created  3  decades  ago,  and  --  it  is  important  to  stress  --  the  SBA  has 
responded  to  these  developments  by  adapting  its  programs  to  meet  the  increasing  demands  and 
changing  face  of  business. 

I  would  urge  members  to  bear  in  mind  that  governmental  assistance  aimed  at  helping 
small  businesses  to  get  their  share  of  federal  contracting  dollars  does  not  solely  benefit  small 
business  owners.  There  is  a  large  element  of  self-interest  on  the  government's  part.  Competition 
opens  the  way  to  innovation  and  better  products  and  services  at  lower  prices,  and  fosters  job 
growth  in  the  small  business  sector,  which  in  turn  leads  to  increased  government  revenue  through 
more  taxes  and  lower  expenditures  on  programs  for  the  unemployed,  uninsured,  etc. 

Improvements  can  always  be  made  in  programs  and  the  procurement  assistance  programs 
have  been  the  subject  of  SBA-originated  initiatives  as  well  as  reforms  mandated  by  this 
Committee  and  others.  Last  year,  for  example,  the  Federal  Acquisition  Streamlining  Act  (Public 
Law  103-355)  mandated  a  number  of  procurement  law  changes,  including  several  that  directly 
affect  small  businesses,  such  as  raising  from  $25,000  to  $100,000  the  value  of  contracts  that  will 
be  reserved  when  there  are  two  or  more  small  businesses  that  can  perform  the  contract. 

During  this  and  the  upcoming  hearings  on  SBA  programs  we  may  decide  upon  some 
further  changes,  but  I  hope  these  are  in  the  nature  of  improvements  which  will  enhance  SBA's 
ability  to  help  small  businesses  maintain  their  vital  contribution  to  the  U.S.  economy. 

Thank  you.  Madam  Chairman. 
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STATEMENT  OF  THE  HONORABLE  DON  MANZULLO 

BEFORE  THE  SMALL  BUSINESS  COMMITTEE 

ON  SBA's  PROCUREMENT  ASSISTANCE  PROGRAM 

MARCH  2,  1995 

Thank  you.  Madam  Chairwoman,  for  holding  this 
hearing  on  this  topic  this  morning.    As  Chairman  of  the 
Subcommittee  on  Procurement,  Exports  and  Business 
Oppormnities,  I  will  pay  special  attention  to  those  testifying 
here  this  morning. 

The  federal  government  is  the  largest  purchaser  of  goods 
and  services  in  the  world  ~  $179  billion.    Of  that  amount, 
only  19  agencies  account  for  the  vast  majority  of  that 
purchasing  power.    In  fact,  the  Defense  Department 
purchases  $100  billion  worth  of  products  and  services.    The 
Energy  Department  comes  in  a  far  second  at  $10  billion. 
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Unfortunately,  small  business  does  not  play  as  great  a 
role  as  it  vast  potential.    Some  of  it  is  product-related.    Small 
business  cannot  build  an  aircraft  carrier  or  a  nuclear  sub. 
But  a  good  deal  of  the  problem  relates  to  the  hesitancy  many 
government  agencies  have  towards  products  and  services  sold 
by  small  businesses.    Some  of  that  attimde  is  reflective  of  a 
natural  skeptical  attitude  towards  unknown,  new  products. 
But  sometimes,  it's  a  knee-jerk  reaction  too  much  on  the  side 
of  caution,  which  results  in  more  costs  to  the  U.S.  taxpayer. 

I  am  looking  forward  to  the  hearing  today  to  see  what 
the  Small  Business  Administration  does  to  help  small 
companies  overcome  the  seemingly  insurmountable  obstacles 
placed  in  the  way  in  the  federal  government  procurement 
process.    I  plan  to  hold  a  follow-up  subcommittee  hearing  in 
the  next  few  weeks  on  which  federal  agencies  are  receptive 
or  hostile  towards  small  business.    I  would  appreciate  hearing 
from  the  witnesses  their  insight  on  this  particular  problem. 

Thank  you,  Madame  Chairwoman. 
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OPENING  STATEMENT 

CHAIRWOMAN  JAN  MEYERS 

COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  SBA  PROCUREMENT  ASSISTANCE 

MARCH  2,  1995 

The  Committee  will  come  to  order, 

This  morning  the  Committee  on  Small  Business  will  be 
hearing  testimony  on  the  procurement  assistance  programs  at 
the  SBA.    First,  however,  we  are  going  to  hear  from  Philip 
Lader,  the  Administrator  of  the  SBA.    As  Members  will  recall 
earlier  this  week  the  Committee  heard  from  a  number  of 
former  Administrators  of  the  SBA  on  their  historical  views  of 
the  SBA's  performance,  mission  and  responsibilities. 
Unfortunately,  Mr.  Lader  was  unable  to  attend  at  that  time. 
Therefore,  at  his  request  and  because  we  want  to  hear  the 
Administration's  overview  of  today's  SBA  we  are  hearing  his 
presentation  now.    Afterwards,  Mr.  Lader  will  entertain 
questions  from  the  Members  and  I  hope  be  able  to  stay  for  at 
least  some  of  the  procurement  assistance  hearing. 

Mr.  Lader  - 

(LADER  PRESENTATION) 

(QUESTIONS) 

If  there  are  no  further  questions  for  the  Administrator. 
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We  will  now  hear  testimony  on  the  Small  Business 
Administration's  procurement  assistance  programs.    Increasing 
opportunities  for  the  small  business  community  was 
considered  the  primary  function  of  the  SBA  at  its  inception  in 
1958.    Over  the  years,  however,  this  role  as  a  facilitator  and 
advocate  of  small  business  in  the  government  contracting 
arena  has  been  pushed  out  of  the  limelight  by  the  SBA's 
finance  programs. 

Nevertheless,  the  government  contracting  division  at  the 
SBA  continues  to  strive  to  ensure  that  the  small  business 
community  gets  its  chance  in  the  federal  marketplace.  I  hope 
this  hearing  will  provide  our  Members  with  a  good  look  at  the 
procurement  assistance  that  the  SBA  provides.    I  believe  that 
the  Chairman  of  the  Procurement  and  Business  Opportunities 
Subcommittee,  Don  Manzullo,  will  be  having  additional 
hearings  on  small  business  procurement  concerns  this 
Congress. 

On  our  first  panel  will  be  Mr.  Robert  Neal,  Associate 
Deputy  Administrator  for  Government  Contracting,  and  Ms. 
Debbie  LeBow  the  procurement  center  representative  for  the 
General  Services  Administration.    Also  on  the  panel  is  Mr. 
Anthony  DeLuca,  the  Director  of  the  Office  of  Small  and 
Disadvantaged  Business  Utilization  at  the  Department  of  the 
Air  Force. 
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STATEMENT  OF  CONGRESSMAN  KWEISI  MFUME 

ON  THE  SMALL  BUSINESS  ADMINISTRATION'S 

PROCUREMENT  ASSISTANCE  PROGRAMS 


Thank  you.  Madam  Chair,  for  holding  this  hearing  to  look  into  the  Small 
Business  Administration's  procurement  assistance  programs.  I  appreciate  the 
chance  to  talk  to  the  SBA  representatives  about  what  they  have  been  doing 
over  the  last  few  years  and  to  the  representatives  of  the  small  business 
community  to  hear  their  thoughts  on  how  successful  the  SBA  has  been. 

As  we  are  all  aware,  small  businesses  can  often  provide  goods  or  services 
to  the  federal  government  at  less  cost  than  large  corporations.  Government 
procurement  also  helps  small  businesses  become  established,  survive,  and 
prosper.  The  role,  therefore,  that  the  SBA  plays  in  trying  to  bring  small 
businesses  into  the  government  procurement  arena  is  vital  to  both  the  American 
taxpayer  as  well  as  the  small  business  community. 

For  this  reason,  I  look  forward  to  the  testimony  to  be  offered  by  the 
representatives  of  the  SBA  on  their  efforts  to  increase  small  business  activities 
in  government  procurement.  I  have  seen  the  numbers,  both  nation-wide  and 
specifically  for  Maryland,  and  I  am  pleased  with  the  progress  that  appears  to 
have  been  made  over  recent  years.  The  fact  that  over  26  percent  of  the  total 
procurement  awards  in  Maryland  were  awarded  to  small  businesses  is,  I  believe 
a  good  sign  not  only  for  our  small  businesses  but  also  for  the  Maryland 
economy.  I  would  note,  however,  that  I  would  hope  that  the  Maryland  office 
is  trying  to  bring  this  number  closer  to  the  national  average  of  35  percent. 

I  am  also  encouraged  by  the  increases  over  the  last  five  years  of  the 
number  and  percentage  of  government  contractors  that  are  going  to  minority 
businesses  through  both  the  8(a)  program  and  the  Small,  Disadvantaged 
Business  Program.  In  fiscal  year  1988,  the  8  (a)  program  accounted  for  eight 
tenths  of  one  percent  of  all  government  procurement  awards.  In  fiscal  year 
1993,  by  comparison,  3.1  %  of  all  federal  procurement  awards  came  through 
the  8  (a)  program.  Similarly,  procurement  awards  that  went  to  small 
businesses  through  non-8  (a)  small,  disadvantaged  business  development 
programs  increased  from  three  tenths  of  one  percent  of  all  federal  procurement 
awards  in  fiscal  year  1988  to  2.8%  in  fiscal  year  1993. 

While  I  am  encouraged  by  these  gains,  I  would  hope  that  the  SBA  is 
continuing  to  look  for  new  and  innovative  ways  to  bring  minority  businesses 
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into  the  federal  procurement  arena. 

Thank  you,  again.  Madam  Chair  for  calling  this  hearing  and  for  allowing 
us  an  in-depth  examination  of  one  of  the  SBA's  more  important  functions,  i 
hope  that  we  will  be  able  to  use  the  findings  from  this  hearing  to  help  improve 
and  maintain  these  important  programs. 
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Madam  Chairperson  and  Members  of  the  Committee,  I  would  like 
to  thank  you  for  this  opportunity  to  appear  before  the  Committee 
today  to  discuss  procurement  assistance  programs  and  their 
effectiveness  at  helping  the  Small  Business  community  access 
federal  procurement  opportunities.   I  am  Anthony  J.  DeLuca, 
Director  of  the  Air  Force  Office  of  Small  and  Disadvantaged 
Business  Utilization.   I  report  directly  to  Mr.  Rudy  de  Leon,  the 
under  Secretary  of  the  Air  Force.   As  such,  my  comments  will 
necessarily  provide  an  Air  Force  perspective. 

ORGANIZATION 

The  President  and  the  US  Congress  have  recognized  the 
contribution  of  Small  Businesses  to  the  US  economy  by  directing 
government  agencies  to  allocate  a  fair  share  of  their  contracts 
to  Small  Business  concerns.   The  Air  Force  Small  Business 
Program,  in  coopliance  with  Department  of  Defense  (DoD) 
directives,  implements  an  organized  system  for  planning, 
executing,  and  measuring  the  effectiveness  of  Air  Force  contract 
awards  to  Small  Business  concerns.   It  is  directed  at  all  facets 
of  the  acquisition  process,  including  program  management, 
technical  engineering,  requirements,  and  contracting  functions. 

Our  Air  Force  Small  Business  Program  and  Policy  Directive 
clearly  acknowledge  that  the  Air  Force  will: 
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1.  Place  a  £alr  proportion  of  its  total  purchases, 
contracts,  and  subcontracts  with  Small  Business,  Small 
Disadvantaged  Business,  and  Women-Owned  Business  concerns,  and 
will  aid,  counsel,  and  assist  such  firms  in  their  efforts  to 
participate  in  Air  Force  acquisitions; 

2.  Promote  effective  outreach  efforts  to  interest, 
encourage,  and  assist  Small  Business,  Small  Disadvantaged 
Business,  and  Women  Owned  Business  concerns  in  doing  business 
with  the  Air  Force; 

3.  Promote  acquisition  policies,  procedures,  and 
practices  that  provide  maximum  opportunity  for  participation  by 
these  concerns;  and 

4.  Promote  effective  outreach  efforts,  policies, 
proced\ires,  tuid  practices  that  provide  meucimum  opportunities  for 
participation  of  Historically  Black  Colleges  and  Universities  and 
Minority  Institutions  (HBCU/MI)  in  Air  Force  programs. 

As  Director  of  the  Office  of  Small  and  Disadvantaged 
Business  ntilizatlon,  I  am  responsible  for  developing  and 
managing  the  Air  Force  Small  Business  Program;  complying  with  the 
responsibilities  cited  in  DoD  Directive  4205.1,  DoD  Small 
Business  and  Small  Disadvantaged  Business  Utilization  Programs, 
June  21,  1984,  AFPD  64-2,  Small  Business  Program,  and  AFI  64-201, 
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Small  Business  Program  Implementation. 

Specifically,  I  develop  policy  and  implement  the  Air  Force 
Small  Business  Program,  which  includes  all  advocacy  efforts  for 
Small  Business,  Small  Disadvantaged  Business,  Women  Owned 
Business  and  HBCU/MIs.   Under  the  authority  of  PL  95-507,  the 
Director  has  "supervisory  authority"  over  all  Air  Force  personnel 
performing  duties  under  the  Small  Business  Program.   As 
in^lemented  under  DoD  Directive  4205.1,  "DoD  Small  Business  and 
Small  Disadvantaged  Business  Utilization  Programs,"  the  Director 
is  consulted  on  the  appointment  of  all  Air  Force  Small  Business 
personnel  and  may  contribute  to  their  performance  evaluations. 

In  carrying  out  the  above  duties,  I  have  a  staff  of  six  full 
time  people  and  a  student  trainee  in  the  Pentagon  and  have 
cognizance  over  seventy  full  time  and  ninety  part  time  field 
Small  Business  personnel  (located  at  the  major  commands  and  at 
all  field  buying  activities) . 

POLICY  DEPLOYMENT  (IMPROVING  THE  PROCESS) 

When  tasked  by  the  Under  Secretary  of  the  Air  Force  to 
reinvigorate  the  Office  of  Small  and  Disadvantaged  Business 
Utilization  in  January  of  1990,  I  responded  by  introducing  the 
concepts  of  total  quality  leadership  and  initiated  the  (zuality 
journey  by  developing  a  strategic  plan  containing  a  set  of 
strategic  goals  and  objectives  which  have  been  the  foundation  for 
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process  iaprovemant  and  employae  ampowarment .   Under  this 
approach,  for  the  first  time  Air  Force  Small  Business  planning 
required  participation  and   commitments  by  all  key  Air  Force 
decision  makers  including  requirements,  technical  and 
operational,  as  well  as  contracting  and  small  business  personnel. 

The  Air  Force  Small  Business  Program  emphasizes  quality 
management  for  two  sets  of  customers — both  external  Small 
Businesses  and  our  own  internal  users  of  the  acquisition  process 
(which  encompass  most  Air  Force  functions) .   Small  business  goals 
and  objectives  are  established  through  a  Hoshin  strategic 
planning  process,  which  eiq>hasizes  top-down,  bottoms-up 
development  (see  attached) .   Responding  to  planning  guidance 
issued  by  the  Air  Force  Small  Business  Office,  activity  plans  are 
developed.   In  turn.  Commanders  personally  endorse  their  plems 
emd  forwzurd  them  to  my  office.   These  pleuis  then  serve  as  the 
basis  for  developing  the  Air  Force  Small  Business  Strategic  Plan 
which  is  endorsed  by  the  Secretary  of  the  Air  Force  and  the  Chief 
of  Staff. 

EXECUTION 

Our  first  strategic  step  was  to  advance  quality  through 
customer  focus.   In  launching  this  initiative  the  Air  Force 
conducted  a  series  of  customer  surveys  which  were  aimed  at 
identifying  true  customer  needs  and  concerns.   The  surveys 
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highlighted  the  greatest  needs  as  (a)  more  information  and 
training,  (b)  clearly  defined  information  and  specifications, 
(c)  better  advertising,  and  (d)  more  accommodating  timeframes. 
In  response,  we  reviewed  the  processes  in  place  for  providing 
information  and  recognized  that  in  most  cases  they  consisted  of 
providing  written  material  and  guides  which  were  typically  out  of 
date,  cumbersome,  and  expensive  to  reproduce.   We  created  euid 
instituted  the  Air  Force  Small  Business  Bulletin  Board  (AFSB3)  in 
1990,  when  the  information  superhighway  was  just  a  foot  trail. 
This  innovation  has  since  drawn  an  overwhelmingly  positive 
customer  response  because  their  access  to  information  is  now 
immediate  and  accurate.   At  the  same  time,  it  has  saved  the 
government  thousands  of  dollars  per  year  in  printing  costs. 

Subsequently,  we  introduced  this  same  technology  to  produce 
tin   Air  Force  Long  Range  Acquisition  Estimate  (LRAE)  which  is  a 
consolidated  forecast  of  over  2,300  planned  procurements  for  FY 
95-97,  including  descriptions  of  requirements,  estimated  dollar 
value,  solicitation  and  award  dates,  and  points  of  contact.   This 
information  is  available  both  by  downloading  from  AFSB3  or  by  the 
small  business  requesting  a  computer  disk  copy  from  our  office. 
These  initiatives  have  been  instrumental  in  introducing  small  and 
large  businesses  to  the  world  of  electronic  commerce.   Z  believe 
that  the  recent  passage  of  legislation  requiring  electronic  data 
interchange  serves  to  reinforce  our  vision  in  this  regard. 


The  need  for  training  and  education  continues  to  surface. 
Further,  awareness  of  what  the  Small  Business  program  is  and  the 
benefits  to  be  derived  therein  cannot  be  understated.   To  address 
the  training  needs  we  developed  and  produced  a  video  aimed  at 
businesses  which  have  never  done  any  contracting  with  the  Air 
Force.   Also,  we  commissioned  the  Air  Force  Business  Education 
Tezua  (AFBET) ,  aimed  at  assisting  industry  in  its  understanding  of 
the  contracting  process.   The  team,  comprised  of  senior  small 
business  specialists  selected  by  their  peers,  periodically 
conducts  intensive  two  day  seminars  around  the  coxintry.   For  the 
first  time,  many  who  have  never  done  business  with  the  government 
are  able  to  get  answers  to  the  tough  "how  to"  questions.   The 
next  AFBET  focuses  on  manufacturing  and  will  be  conducted  in  St. 
Louis  on  March  29-30,  1995. 

To  expand  awareness  within  the  Air  Force,  we  introduced  a 
block  of  instruction  in  the  Ira  C.  Eaker  course  at  Maxwell  AFB  AL 
for  all  new  Base  Support  Group  and  Logistics  Group  Commanders. 
Now  when  these  new  commanders  (full  colonel)  arrive  on  station, 
they  are  aware  of  their  role  in  the  overall  Air  Force  Small 
Business  Program. 

HISTORICALLY  BLACK  COLLEGES  AND  UNIVERSITIES 
AND  MINORITY  INSTITUTIONS  (HBCU/MI) 

Recently,  I  requested  that  the  Air  Force  Inspector  General 


conduct  a  managerial  effectiveness  study  of  our  HBCU/MI  Progrzun. 
I  was  not  satisfied  that  we  were  achieving  what  we  should.   As  e 
result,  I  now  have  a  full  time  HBCU/MI  Program  Manager  on  my 
staff  and  a  Minority  Institution  Specialist.   The  addition  of 
these  resources  has  produced  immediate  results.   A  few  exai^les 


DELAVfARE  STATE  UNIVERSITY:   The  Air  Force  was  asked  to 
assess  the  University's  Airway  Science  Department.   Enrollment 
had  declined  by  50  percent  in  one  year  meaning  the  University  had 
to  subsidize  the  program  to  a  greater  extent.   The  purpose  was  to 
determine  the  department's  role  in  meeting  the  mission 
requirements  of  the  University.   Delaware  State  University  owns 
eight  airplanes  for  use  by  Airway  Science  department.   To 
maintain  the  FAA  certification,  the  program  has  to  graduate  a 
miniimim  number  of  students  per  year.   Failure  to  do  so  places  the 
university  in  jeopardy  of  losing  its  FAA  certification,  «rtiich 
means  potential  students  will  go  to  other  programs.   A  team  made 
up  of  representatives  from  Air  Education  and  Training  Command, 
the  Air  Force  Academy  and  led  by  my  office  spent  two  days  on  the 
czunpus  and  evaluated  the  flight  training,  curriculum,  and 
enrollment  management  (admissions,  graduation  rates  and 
marketing) .   The  Vice  President  of  Academic  Affairs  believes  our 
assessment  came  just  in  time  to  help  them  save  their  flight 
training  program. 
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HAMPTON  tJNIVERSITY  AEROSCIENCE  CENTER:   Hampton  University 
and  Hughes  Aircraft  Corp  under  the  sponsorship  of  the  Air  Force 
are  creating  opportxmities  for  disadvantaged  amd   under- 
represented  segments  of  the  population.   By  combining  state  of 
the  art  technology  euid  training,  the  organizations  are  developing 
cin  aircraft  maintensuice  techniciem  center.   The  center  is 
scheduled  to  open  in  October,  1995.   It  is  intended  to  meet  the 
needs  of  the  commercial  airline  industry  and  offer  students  the 
opportunity  to  graduate  with  a  FAA  Mechemic's  Certificate  and  an 
Associate  of  Applied  Science  (AS)  Degree  or  a  Baccalaureate 
Degree.   Other  key  players  include  the  City  of  Hzunpton,  City  of 
Newport  News,  the  Industrial  Development  Authority.   At  full 
operation,  scheduled  for  1999,  the  Center  expects  to  train 
approximately  1,000  students  annually. 

HOWARD  UNIVERSITY:   Annually  the  Air  Force  assigns  nearly  25 
officers  to  various  think  tanks  am.d.   iiniversities  throughout  the 
United  States  and  one  in  Canada  (Queens  University,  Kingston, 
Camada)  to  serve  as  Air  Force  National  Defense  Fellows,  where 
they  complete  research  on  national  security  issues .   Some  of  the 
host  institutions  are  Harvard,  Stanford,  Georgetown,  em.d 
Brookings  Institution.   These  officers  amd  future  leaders  are 
selected  from  the  top  6  to  10  percent  of  Air  Force  officers.   For 
the  first  time  in  the  35  year  history  of  the  program,  in  academic 
year  1994-1995,  my  office  obtained  approval  for  an   HBCU  to  serve 
as  a  host  institution.   Howard  University  now  hosts  its  first  Air 
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Force  Fellow,  a  fighter  pilot  with  nearly  3,000  flying  hours,  a 
previous  squadron  commander,  suid  graduate  of  the  Air  Force 
Academy.   Lt  Col  Jeffrey  Sogard  is  assigned  to  the  Patricia 
Roberts  Harris  School  of  Public  Policy  and  is  researching  the 
role  of  developing  nations  in  U.S.  national  defense.   This 
relationship  has  proven  extremely  successful  euid  a  second  Air 
Force  Fellow  has  already  been  identified  to  attend  Howard  next 
September . 

As  part  of  our  msurketing  outreach,  we  have  recently  taken  an 
out  an  advertisement  in  the  Howard  University  Government  on 
Politics  publication,  the  official  voice  of  the  University 
Political  Science  Department. 
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Through  our  strategic  planning  process,  we  identified  the 
need  to  achieve  equitable  participation  of  HBCU/MIs  in  existing 
Air  Force  programs  and  future  mission  requirements.   To  realize 
this,  the  Air  Force  has  conducted  outreach  workshops  and 
conferences;  generated  a  detailed  study  to  match  HBCU/MI 
capeibilities  with  small  businesses  so  that  through  teaming,  they 
can  receive  Air  Force  research  and  development  awards.   The  Air 
Force  formed  a  multi-f\inctional  HBCU/MI  steering  group  which  for 
the  first  time,  introduces  all  Air  Force  fiinctional  organizations 
to  the  academic  and  research  capabilities  HBCU/MI  resources 
offer.   Through  the  strategic  goal  deployment  process,  we  have 
affected  the  establishment  of  Federally  Assisted  Scientific  cind 
Technical  Centers.   To  ensure  a  customer  focus  is  maintained  the 
Air  Force  has  also  estcQjlished  an  HBCU/MI  Advisory  Board  whose 
participants  include  twenty  \iniversity  presidents  or  their 
designees. 

MENTOR - PROTEGE 

The  Air  Force  clearly  recognizes  that  future  growth  for 
small  minority  businesses  is  dependent  upon  their  involvement  in 
high-tech  non-traditional  areas.   To  overcome  the  barriers  whose 
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defendants  cite  as  "no  qualified  sources"  we  have  sponsored  the 
DoD  Mentor-Protege  program  in  the  Air  Force.   This  program 
provides  incentives,  including  funding,  to  prime  contractors  who 
provide  technical  assistance  emd  training  to  small  disadvantaged 
businesses.   Agreements  center  on  advanced  technology  with 
military  and  commercial  application.   To  date,  the  Air  Force  has 
obligated  in  excess  of  $26,000,000  for  mentor-protege  agreements. 
These  agreements  have  introduced  small  minority  businesses  into 
various  technologies  including  aircraft  metal  parts 
manufacturing,  design  and  fabrication  of  advanced  electronics, 
resin  treuasf er  molding  (RTM) ,  ceramic  tooling,  engine  sensors, 
and  bio-remediation. 

WOMEN-OWNED  BUSINESS 

The  Air  Force  Small  Business  program  has  also  reached 
out  to  women-owned  businesses  (WOB)  .   In  response  to  the 
recommendations  of  our  Women-Owned  Business  study,  we  have 
established  a  Women-Owned  Business  Council  that  includes  the  CEOs 
of  successful,  women-owned  businesses  nationwide,  large  prime 
contractors  and  Air  Force  personnel.   They  are  currently  working 
with  me  to  identify  WOB  certification  requirements.   Although  the 
DOD  is  precluded  from  providing  any  preference  to  non-minority 
WOBs,  X  have  introduced  "The  Rule  of  One"  whereby  the  Air  Force 
will  solicit  at  least  one  WOB  on  all  competitive  procurements 
above  $100,000. 
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ENVIRONMENTAL  REMEDIATION 

I  am  proud  to  aay  that  the  Americem  antrepreneurlal  spirit 
has  been  nurtured  under  the  Air  Force  Small  Business  program. 
For  the  first  time  within  the  federal  government,  full  service 
environmental  remediation  work  at  two  bases  identified  for 
closure  were  set  aside  and  awarded  to  Small  Minority  Businesses, 
and  the  work  at  two  more  bases  was  won  by  Small  Businesses  in 
full  and  open  competition.   We  have  also  set  aggressive 
subcontracting  goals,  with  performance  tied  to  award  fees,  for 
the  remaining  site  specific  and  nation-wide  full  service 
contracts.   Early  involvement  by  our  Air  Force  Small  Business 
advocates  was  a  prime  mover  in  crafting  the  acquisition  strategy 
which  resulted  in  these  landmark  accomplishments. 

ACHIEVEMENTS 

To  summarize,  the  Air  Force  Small  Business  Program  Including 
its  Small  Business  Flzui,  emphasizes  both  qualitative  and 
quzmtitative  metrics,  with  the  primary  thrust  on  process 
improvement.   Not  surprisingly,  as  the  qualitative  process 
iaqprovements  have  been  accomplished.  Small  Business  market  share 
has  shown  resultant  strong  upward  trends  (Source:   USAF  JO 01  Year 
End  Reports) : 


USAF  AWARDS  FY  91  FY  92  FY  93  FY94 

Small  Business  13.4%  14.1%  15.4%  16.0% 

SOB  2.9%  4.0%  4.6%       4.9% 

WOB  .9%  1.2%  1.2%       1.4% 

Yet  despite  these  acconplishments,  what  I  am  most  proud  of 
is  that  our  most  recent  organization  assessment  survey,  conducted 
by  the  Air  Force  Academy,  demonstrated  that  Air  Force  Small 
Business  personnel  rimlced  consistently  higher  than  the  Air  Force 
average  in  the  key  job  outcome  measures,  such  as  pride  in  work, 
job  satisfaction,  etc. 

SAVINGS  PRODUCED  BY  SMALL  BUSINESS 

Specific  exaiq>les  of  outstemding  savings  accomplished 
through  the  Air  Force  Small  Business  Program  process  improvements 
include: 

Warner  Robins  AFB  GA  Small  Business  Set -Aside,  for 
3,000  modifications  kits  to  upgrade  the  AN-ALR-69  Radar  Warning 
Receiver,  which  was  awarded  with  an  estimated  savings  of  $85.7 
million. 

Eglin  AFB  Small  Business  Set-Aside,  for  the  Advance 
Medium  Range  Air-To-Air  (AMRAAM)  Captive  Air  Training  Missile 
(CATM) ,  awarded  for  the  basic  plus  options  for  three  additional 
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production  lots,  with  doc\unented  savings  of  $24  million.   Eglin 
AFB  also  awarded  a  set  aside  o£  AMRAAM  Missile  Rail  Launcher 
(HRL) ,  with  an  estimated  savings  over  the  life  of  the  contract  of 
$27  million. 

Wright -Patterson  AFB  OH  for  the  C-17  progreun  has 
inclement ed  a  breakout  program  for  support  equipment  using  highly 
(qualified  8(a)  firms.   System  Program  Office  personnel  have 
estimated  savings  of  $10-12  million  using  this  strategy. 

IMPROVEMENTS  TO  THE  SMALL  BUSINESS  PROGRAM 

You  have  asked  for  my  suggestions  for  isqprovements  to  the 
small  business  programs  of  the  Small  Business  Administration 
(SBA)  and  other  federal  agencies.   With  a  view  towards 
responsiveness  euid  responsibility,  I  have  chosen  to  categorize  my 
comments  into  two  broad  areas,  traditional  and  non- traditional 
participation. 

Traditional  participation,  in  my  view,  is  how  small  business 
has  participated  in  the  past.   This  typically  has  been  as 
contractors  in  those  industries  where  small  businesses  are 
capable  and  numerous.   These  are  typically  the  service  industries 
(i.e.,  janitorial,  gro\inds  maintenance,  food  service,  etc.)  emd 
relatively  simple  manufactured  products. 
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Much  of  our  effort  in  the  past  has  been  to  facilitate  small 
business  efforts  in  these  eureas.   Programs  such  as  the  8(a) 
program,  small  business  set-asides,  and  traditional  outreach 
programs  are  indicative  of  these  efforts.   While  these  efforts 
are  noteworthy,  restricting  our  efforts  to  these  traditional 
areas  will  not  significantly  expand  small  business  participation. 
In  fact,  with  the  downsizing  of  federal  government  and  federal 
programs,  we  would  expect  to  see  a  decrease  in  their 
participation.   Moreover,  work  that  in  the  past  was  reserved  for 
small  businesses  is  now  being  successfully  placed  into  programs 
xinder  the  Javits  Wagner  O'Day  Act  (JWOD  covers  NIB/NISH  Programs) 
amd  Federal  Prison  Industries  (FPI  also  referred  to  as  UNICOR) . 
Indeed,  recent  actions  by  some  large  businesses  to  "breaJc-in" 
work  that  heretofore  had  gone  to  small  businesses  has  further 
exacerbated  the  problem.   I  refer  to  this  as  the  "Big-Small 
Squeeze  Theory."   To  overcome  this  phenomena,  we  must  create  an 
environment  that  buoys  the  entrepreneurial  spirit  and  permits  us 
to  achieve  a  state  of  economic  equality.   This  can  only  occur  if 
we  permit  all  to  enjoy  the  same  freedoms  and  liberties  as 
everyone  else  and  enable  small  businesses  to  expemd  into  non- 
traditional  roles. 

There  are  several  initiatives  which  we  have  inclement ed  that 
have  shown  potential  to  increase  small  business  participation. 
Any  of  these  could  be  BJcpamdBd   to  effect  all  federal  programs. 


These  initiatives  can  be  divided  into  two  major  areas: 
Increase  small  business  awareness  o£  federal  programs  and 
increase  capabilities  of  small  businesses. 

INCREASE  SMALL  BUSINESS  AWARENESS  OF  FEDERAL  PROGRAMS: 
We  have  found  that  small  business 's  major  concern  with 
contracting  for  federal  opportunities  is  the  lack  of  upfront 
information  available  to  them  about  any  particular  contracting 
opporttmity.   In  order  to  address  this  concern,  there  are  three 
initiatives  that  could  easily  be  expanded  government -wide : 

First,  is  the  publication  of  a  long  range  acquisition 
estimate  utilizing  the  electronic  medium.   This  avoids  burdensome 
printing  and  distribution  costs  zuid  facilitates  ease  of  update. 
This  estimate  gives  potential  small  business  suppliers  a  look  at 
what  we  pliui  to  purchase  in  the  future. 

Second,  develop  a  team  of  agency  experts  that  could 
discuss  with  small  businesses  the  subtleties  and  technical 
aspects  of  doing  business  with  the  Federal  agency.   These 
discussions  go  beyond  the  elementary  presentations  that  are 
typically  presented  today.   They  would  discuss  complex  issues 
such  as  cost  accounting,  source  selection  procedures,  payment 
procedures,  cjuality,  audits  and  preaward  surveys.   The  Air  Force 
has  had  positive  feedback  from  small  business  participants  in  our 
Air  Force  Business  Education  Team  (AFBET) . 
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Third,  adopt  the  "Rule  of  One"  for  Women-Owned  Businesses. 
This  will  help  ensure  awareness  emd  potential  of  WOBs  to 
contract . 

INCREASE  CZAFABILITIES  OF  SMAUi  BUSINESSES:   If  we  are  to 
increase  small  business  participation  in  Federal  programs,  small 
business  capability  to  perform  more  complex  procurements  must 
increase.   There  are  several  initiatives  in  this  area  which  the 
Air  Force  has  in^lemented  and  could  be  expanded: 

First,  adopt  a  Mentor-Protege  Program  idiich  would  act 
as  the  catalyst  to  motivate  prime  contractors  to  ensure  the 
utilization  of  small  minority  contractors. 

Second,  expzuid  the  small  business  subcontracting 
program.   Mz»iaging  the  Air  Force  Mentor-Protege  Program  and  the 
Comprehensive  Subcontracting  Test  Program  has  convinced  me  that 
there  are  significant  small  business  opportunities  in  major 
progreun  contracts  (typically  performed  by  a  large  business)  at 
the  subcontracting  level.   Significant  benefits  could  result  from 
the  expansion  of  these  two  progrzuns  plus  increased  emphasis  on 
negotiation  of  subcontracting  plans  allowing  primes  the  tools 
they  need. 

Third,  expand  the  use  of  small  business  consortia  and 
teaming  arrangements.   Use  of  these  arrangements  would  increase 
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the  likelihood  o£  small  business  participation  in  major  programs. 
Facilitating  the  formulation  and  use  of  these  agreements  by  SBA 
zmd  other  federal  agencies  would  allow  the  government  to  acquire 
services  and  products  efficiently  plus  provide  a  vehicle  for 
crossfeed  of  information  among  small  businesses. 

Finally,  facilitate  small  business  marketing  efforts  in 
foreign  markets.   With  the  shrinking  of  the  Federal  procurement 
budget,  small   business  must   identify  new  markets.   In  this 
area,  we  have  a  minority  women-owned  small  business  conducting 
economic  development  studies  and  analysis  to  increase 
participation  of  small  emd  minority  business  in  the  international 
and  domestic  marketplaces.   Expansion  of  current  Federal  programs 
to  assist  small  business  in  doing  business  overseas  would  allow 
small  business  to  increase  their  participation  in  this  growing 
segment . 

Small  Business  Administration  Improvements; 

General : 

1.   Expand  the  capabilities  of  PASS.   While  the 
concept  of  PASS  is  good  and  while  improvements  have  been  made 
over  the  years,  more  ixoprovements  should  and  must  be  made  to  make 
it  an  effective  systems.   Improvements  should  identify  the 
specific  capabilities  of  the  PASS  participants.   This  Includes  a 
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list  of  previous  experiences  in  the  listed  industries  and  a 
validation  by  SBA  as  to  the  factual  statements  made  by  the 
participants.   Let's  make  this  a  system  that  we  want  to  use  wnH 
make  it  easier  to  match  requirements  with  potential  small 
businesses. 

2.  Introduce  Hoshin  Plemning  in  the  process  for 
developing  and  deploying  policy; 

3 .  Provide  leverage  f iniuicing  to  support  new/high 
risk  endeavors  and   tie  this  to  Empowerment  Zones; 

4.  Change  the  50  percent  rule  for  small  business 
participation  in  set-asides.   Large  business  rarely  does  50 
percent  in  a  major  weapon  system; 

5.  Strengthen  the  Procurement  Center 
Representative  (PCR)  position  and  fully  staff.   It  is  at  this 
level  where  the  greatest  impact  can  be  made.   Without  credibility 
here,  the  SBA  as  a  whole  suffers;  emd 

6.  Look  into  the  feasibility  of  establishing 
economic  development  centers  which  bring  together  large  business, 
small  business,  small  disadvantaged  business,  universities  and 
HBCU/MI,  local  government  and  financial  institutions- -which  would 
capitalize  on  initiatives  such  as  Small  Business  Innovative 
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Research  (SBIR) ,  Science  emd  Technology  Transfer  (STTR),  Mentor- 
Protege  HBCU/MI  Infrastructure,  and  Enterprise  Zones,  to  neune  a 
few.   This  would  give  a  strong  focus  to  our  efforts. 

Section  8(a) : 

1.  Permit  direct  8(a)  awards  by  the  agencies; 

2.  Mitigate  sole  source  mentality  by  conducting 
managed  competition  among  companies  in  some  phase  of  progrzun; 

3 .  Introduce  specific  milestones  or  goals  which  a 
company  must  pass  through  to  continue  in  the  progrsun  (tie  to 
business  plan) ; 

4.  Make  program  more  selective.   Avoid  qualifying 
companies  which  offer  a  supply  or  service  already  being  provided 
by  a  multitude  of  small  and  minority  businesses;  and 

5.  Refine  existing  dateQsases  to  provide 
meaningful  data  for  metrics  emd  input  for  continuous  improvement, 
i.e.,  number  of  8(a)  businesses  which  survive  after  graduation 
and  those  which  don't  and  why! ! 1   This  can   then  be  used  in  the 
continuous  Plan  -  Do  -  Study  -  Act  loop  for  quality; 
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COMMITTEE  ASSISTANCE 

You  have  also  asked  me  what  assistance  this  Committee  ceui 
offer  to  help  improve  small  business  participation.   Upon 
reflection,  I  have  identified  the  following  areas  which  the 
committee  could  act  upon: 

ADVANCE  PAYMENTS:  Provide  the  agency  Director  of  Small 
and  Disadvantaged  Business  Utilization  access  to  a  revolving  fund 
to  more  easily  provide  advance  payments  to  small  businesses  which 
need  an  early  infusion  of  cash  to  begin  contract  perf ormsmce . 
Recoupment  of  the  fxinds  used  for  advance  payments  would  come  from 
the  contract  funds  consistent  with  the  payment  schedule. 

This  financing  would  be  availaisle  only  as  a  last  resort 
but  be  a  viable  option.   The  key  here  is  to  simplify  the  advance 
payment  process  euid  tie  it  to  contract  award  versus  a  business 
loan. 

MENTOR- PROTEGE:   Make  Mentor-Protege  a  permanent  piece 
of  legislation.   Further  provide  its  expansion  to  other  them 
Small  Disadvantaged  Businesses. 
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CONCLUSION 

In  conclusion.  Madam  Chairperson,  the  Air  Force  Small 
Business  program  nnd   its  effectiveness  at  helping  the  Small 
Business  community  access  federal  procurement  opportunities  has 
been  proven.   We  have  worked  well  with  the  Small  Business 
Administration  in  many  critical  situations.   However,  the  essence 
of  total  quality  is  continuous  improvement --there  are  areas  as 
discussed  where  we  can  both  do  better  and  I  look  forward  to 
working  with  you  to  bring  that  about. 

Now,  I  will  be  happy  to  answer  any  questions  that  you  may 
have. 

Attachment : 

Goal  Deployment  Process 
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Good  morning  Madam  Chairman  and  Members  of  the  Committee.  I 
want  to  thank  you  for  allowing  me  the  opportunity  to  appear  before 
you  this  morning  to  provide  a  general  oveirview  of  the  Small 
Business  Administration's  (SBA)  programs. 

My  goal  this  morning  is  to  make  the  case  for  today's  SBA.  I 
believe  that  it  is  important  to  lay  this  necessary  groundwork 
before  examining  the  Agency's  programs  individually.  None  of  the 
Agency's  programs  exists  in  a  vacuum.  The  programs  work  together 
to  meet  all  of  the  needs  of  the  Nation's  small  businesses.  These 
needs  include  financing,  education  and  training,  advocacy  and 
government  contracting,  and  disaster  assistance. 

I  hope  that  you  will  agree  that  I  have  a  good  story  to  tell 
about  the  goals  and  achievements  of  the  SBA. 

Madam  Chairman,  having  devoted  20  years  to  practical  business 
and  management  challenges,  I  understand  the  hurdles  facing  small 
businessmen  and  women.  I  look  forward  to  working  closely  with  the 
Members  of  this  Committee  and  this  new  Congress  to  champion  the 
needs  of  the  Nation's  small  businesses  and  oversee  the  SBA's 
programs. 

The  SBA  was  created  in  1953  to  aid  small  businesses  and  to 
help  strengthen  the  overall  economy  of  our  Nation  by  increasing  job 
opportunities,  stimulating  innovations,  and  providing  a  rising 
standard  of  living.   It  was  a  sound  concept  in  1953  and  is  even 
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more  compelling  today.  Each  of  the  SBA's  prograaB  was  developed  in 
response  to  market  imperfections  that  serve  as  barriers  to  small 
businesses  starting  and  expanding.  The  SBA  operates  as  a 
public/private  partnership  that  uses  taxpayer  dollars  to  leverage 
private  resources  in  both  its  lending  programs  and  some  of  its 
business  and  education  training  programs. 

Before  I  discuss  the  details  of  what  we  do  at  the  SBA  and  how 
we  do  it,  I  wanted  to  begin  with  a  brief  overview  of  how  critical 
small  business  is  to  the  U.S.  economy. 

I  think  we  all  know  —  intuitively  —  the  importance  of  small 
business.  Most  people  I  know  got  their  first  job  in  a  small  firm. 
I'm  sure  most  of  you  probably  shop  at  many  local  small  businesses. 
Perhaps  your  families  were  involved  in  small  businesses.  Vou  know 
how  important  the  small  business  sector  is  to  your  community  and  to 
the  economies  of  the  states  where  you  come  from. 

But  beyond  our  own  personal  experiences  that  tell  us  how 
important  small  business  is,  we  should  look  at  the  available 
empirical  data: 

The  number  of  small  businesses  is  growing  rapidly  —  its  up  49 
percent  since  1982. 

Small  businesses  employ  54  percent  of  the  American  work  force 
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and  are  responsible  for  50  percent  of  the  gross  domestic' 
product  (GDP)  (1993  statistics) . 

During  1993  small  businesses  accounted  for  71  percent  of  the 
new  job  growth  in  the  U.S. 

small  businesses  are  our  country's  leading  source  of 
innovations.  Studies  show  they  innovate  at  twice  the  rate  of 
large  firms. 

And,  if  you  believe  the  statistics  that  tie  U.S.  economic 

growth  to  our  export  performance  then  you  have  to  conclude 

that  small  businesses  are  the  key  to  a  successful  national 
export  strategy. 

With  the  downsizing  of  large  corporations,  the  defense 
industry  being  a  good  example,  our  economic  health  will 
increasingly  become  tied  to  the  health  of  small  business. 

Given  that  it  is  so  clearly  in  our  national  interest  to  foster 
a  strong  small  business  sector,  let's  turn  to  the  question:  What 
does  it  take  for  today's  small  businesses  to  start,  grow,  and 
compete  in  the  world  economy? 

Survey  after  survey,  studies,  town  meetings,  the  White 
House  Conference  on  Small  Business  Meetings,  all  point  to  small 
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businesses  needing  several  things  that  are  not  provided  adecfuatelv 
in  the  private  market: 

Small  Businesses  need: 

Access  to  types  and  amounts  of  capital  that  make  it 
possible  to  start  and  expamd; 


Quality  business  education  and  training; 

An  advocate  dedicated  to  lessening  the  regulatory  and 
paperwork  burdens,  which  so  negatively  impact  small  firms 
and  an  advocate  who  opens  doors  to  federal  contract 
opportxinit  ies ; 

Capital  to  rebuild  after  disasters. 

All  of  these  are  the  things  small  businesses  need  and  they  are 
exactly  what  the  SBA  delivers. 

The  SBA  provides  guarantees  for  loans  that  private  lenders 
would  not  make  on  their  own  under  the  same  terms  and  conditions  — 
loans  for  business  start-up,  loans  with  longer  maturities,  loans 
for  small  exporters,  line-of -credit  financing,  loans  of  less  than 
$100,000,  and  loans  to  women-  and  minority-owned  fiirms.   To  put 
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this  in  context,  new  data  from  the  Bureau  of  the  Census  reported 
that  the  Nation's  smallest  businesses  —  with  0-4  employees  — 
created  virtually  all  the  new  jobs  between  1989  and  1991.  These 
businesses  created  2.6  million  net  new  jobs  during  this  period. 

Over  the  past  two  years,  within  its  limited  resources,  the  SBA 
developed,  piloted  and/ or  fully  implemented  a  number  of  new 
programs  designed  to  meet  the  special  needs  of  small  businesses. 
Such  programs  as  the  Low  Documentation  Loan  Program  (LowDoc) ,  the 
State  Treasurers  "Main  street  Investment  Program",  the  Small  Loan 
Express  Program,  the  Women's  Pre-Qualification  Pilot,  the  Minority 
Pre-Qualification  Pilot,  the  Export  Working  Capital  Loan  Program 
and  the  GreenLine  Program  were  developed  after  meetings  and 
workshops  with  our  customers  —  representatives  from  the  small 
business  community. 

While  reducing  its  staff  size  (25%  percent  reduction  from 
1980-1994),  the  SBA  has  seen  its  responsibility  and  activities  grow 
to  the  point  where  it  has  had  a  considerable  impact  on  the  small 
business  community.   This  impact  takes  many  forms: 

•  The  SBA's  loan  portfolio  now  exceeds  $26  billion  (excluding 
disaster  assistance) ,  and  the  Small  Business  Investment 
Companies  in  the  SBA's  SBIC  program  have  an  investment 
portfolio  of  approximately  $12  billion  of  which  $1  billion  was 
invested  during  FY  1994. 


•  The  SBA  provides  much-needed  business  education  and  training 
to  small  business  owners.  In  FY  1994  the  Agency  provided 
counselling  and  training  to  more  than  800,000  of  its  small 
business  clients  through  resource  partners  such  as  Small 
Business  Development  Centers  and  the  Service  Corps  of  Retired 
Executives.  This  type  of  training  is  critical  to  the  success 
of  entrepreneurs  who  cannot  afford  the  costs  of  private 
consultants.  These  programs,  in  addition  to  SBA's  Business 
Information  Centers,  training  seminars  and  publications,  often 
make  the  difference  between  success  and  failure  for  small 
businesses. 

•  During  the  program's  41  years,  the  SBA  has  approved  more 
than  1.25  million  disaster  loans  worth  $22  billion  to  victims 
of  physical  disasters. 

•  since  1985,  the  SBA  has  saved  the  federal  government  $2.0 
billion  by  promoting  contract  awards  to  smaller  firms  through 
the  Breakout  Procurement  program. 

WHAT  OUK  FOREIGN  COMPETITORS  ARE  DOING  FOR  SMALL  BUSINESS 

Madam  Chairman,  I  also  think  that  it  is  instructive  to 
consider  what  our  foreign  competitors  are  doing  for  their  small 
businesses. 
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Virtually  all  of  the  industrialized  (G-7,  Organization  for 
Economic  Cooperation  and  Development  and  Asia  Pacific  Economic 
Cooperation)  nations  have  an  agency  or  ministry  equivalent  to  the 
SBA  that  addresses  the  needs  of  their  small  business  communities. 
In  fact,  many  of  those  nations  have  used  the  SBA  as  a  model  to  set 
up  research,  loan,  procurement  and  educational  programs  very 
similar  to  ours. 

These  countries  look  at  the  remarkable  U.S.  job  creation 
record  over  the  last  decade  and  they  grasp  the  significance  of 
small  business  growth  and  the  stability  of  their  economies.  They 
know  small  businesses  created  those  jobs  and  that  the  SBA  is  the 
principal  U.S.  government  agency  that  assists  small  businesses  and 
tracks  their  progress.  A  week  doesn't  go  by  that  the  SBA  doesn't 
host  several  international  government  visitors — some  from  the  newly 
emerging  market  economies  in  Eastern  Europe — who  are  looking  for 
the  "small  business  formula"  for  their  own  economies. 

Our  more  active  trading  partners  and  competitors  also 
understand  the  value  of  knowing  what  makes  a  small  business  tick. 
In  1992,  the  Japanese  Government  created  the  Small  Business 
Research  Institute  to  serve  as  a  "think  tank"  to  learn  how  to 
encourage  and  assist  the" formation  of  their  own  small  businesses. 
An  affiliate  organization,  the  Japan  Small  Business  Corporation, 
trains  small  business  managers  and  employees  at  small  and  medium- 
sized  enterprise  (SME)  colleges.   In  FY    1993,  11,229  business 
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people  were  trained  at  the  eight,  govermnent-sponsored  colleges  on 
a  budget  of  S3 16  million  dollars,  which  included  funds  for  the 
construction  of  a  ninth  SME  college  that  opened  in  1994. 


The  Japanese  are  keenly  interested  in  what  U.S.  small 
businesses  are  doing.  For  the  past  10  years,  The  State  of  Small 
Business;  A  Report  of  the  President,  prepared  annually  by  the  SBA, 
has  been  translated  into  Japanese  and  reprinted  by  the  Japanese 
Government — sometimes  in  a  larger  print-run  than  the  original  U.S. 
version. 

MAKING  THE  CASE  FOR  TODAY'S  SMALL  BUSINESS 

When  I  first  arrived  at  the  SBA,  I  tried  to  make  sense  of  the 
myriad  of  programs  I  found  there.  To  understand  the  role  the  SBA 
plays  for  its  small  business  customers,  I  realized  that  it  is 
easiest  to  think  eJaout  the  agency  in  terms  of  the  four  primary 
functions  it  provides  to  the  Nation's  entrepreneurs.  These 
functions  include:  access  to  capital;  business  education  and 
training;  advocacy;  and,  what  I  refer  to  as  the  SBA  that  nobody 
knows  —  disaster  assistance. 

I  would  like  to  outline  these  functions  quickly,  and  I  will  be 
happy  to  answer  specific  questions  about  the  SBA's  programs. 
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Access  to  Credit; 

The  SBA  is,  first  and  foremost,  a  public/private  partnership 
that  leverages  billions  of  dollars  from  private  and  non-profit 
lending  institution  dollars  with  a  relatively  small  amount  of 
taxpayer  funds. 

Examples  of  this  great  leverage  include: 

The  reforms  proposed  to  the  7(a)  in  the  President's  FY 
1996  budget  would  allow  every  taxpayer  dollar  to  leverage 
$50  in  private  loan  funds. 

Each  taxpayer  dollar  in  the  504  Development  Company 
program  provides  5200  dollars  in  private  financing. 

In  FY  1994  the  Agency  leveraged  just  $232  million  of  tax 
dollars  into  $10.6  billion  worth  of  business  loans. 

Every  taxpayer  dollar  spent  on  the  small  business 
training  offered  by  the  Agency's  SBDCs  is  matched  by  the 
states. 

The  SBA  works  in  partnership  with  approximately  7,000 
private  lenders  across  the  U.S. 
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Access  to  capital  tc  cl«arly  a  major  concern  of  small 
businesses.  As  you  know,  the  Congress  created  a  White  House 
Conference  on  Small  Business  to  give  America's  small  business 
community  an  opportunity  to  make  its  views  known  to  the 
Administration  and  the  Congress.  Leading  up  to  the  June  White 
House  Conference  on  Small  Business,  65  state  and  regional 
conferences  have  been  or  are  being  organized.  At  every  one  I  have 
attended,  and  all  others,  I  am  told,  access  to  capital  was  clearly 
one  of  the  top  three  issues  of  concern  to  conference  delegates. 
The  SBA's  financing  programs  help  to  address  this  concern. 

The  SBA's  financing  programs,  which  broadly  include  the  7(a) 
General  Business  Loan  Progreun,  the  504  Development  Company  Program, 
the  Small  Business  Investment  Company  Program,  the  Specialized 
Small  Business  Investment  Company  Program,  the  Microloan  program, 
and  the  Surety  Bond  program  together  provided  $10.6  billion  of 
financial  assistance  in  FY  1994.  The  cost  to  the  taxpayer  of  these 
programs  was  only  $232  million.  We  are  requesting  a  budget  to 
support  $13.3  billion  of  financing  in  FY  1996  at  the  cost  of  only 
$270  million. 

Business  Education  and  Training; 

Small  business  owners  or  aspiring  business  owners  look  to  the 
Federal  government  not  only  for  capital,  but  information, 
education,  and  training.  Often,  this  training  and  education  may  be 
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the  missing  link  to  access  to  capital.  Private  sector  companies 
offer  some  of  the  services  provided  by  the  SBA,  but  many  start  up 
businesses  cannot  pay  the  fees  charged  by  such  companies.  Further, 
small  business  owners  find  themselves  looking  for  general 
information  and  advice  that  may  extend  over  several  professional 
discipline  areas.  The  SBA  has  a  full  range  of  education  and 
training  programs.  The  Agency  provides:  electronic  information 
that  can  be  accessed  through  SBA  OnLine;  basic  business  training  as 
well  as  state-of-the-art  specialized  training;  and  individually 
tailored  planning,  mentoring,  and  networking  programs. 

The  Small  Business  Development  Center  (SBDC)  Program  meets  the 
counseling  and  training  needs  of  more  than  500,000  clients  annually 
through  a  network  of  more  than  900  SBDCs  throughout  the  country. 
Business  development  assistance  offered  throughout  the  SBDC  network 
is  tailored  to  the  local  community  and  the  needs  of  individual 
small  business  customers. 

The  Service  Corps  of  Retired  Executives  (SCORE) ,  through  one- 
on-one  counseling  and  workshops,  reaches  approximately  350,000 
businesses  owners  annually,  providing  more  than  one  million  hours 
of  counseling  and  training  throughout  the  United  states. 

Among  the  most  innovative  methods  of  providing  a  one  stop 
approach  to  information,  education  and  training  to  small  business 
owners  is  the  Business  Information  Center  (BIC)  program.   BICs 


89 


combine  the  latest  computer  technology,  hardware  and  software,  an 
extensive  Bniall  business  reference  library  of  hard  copy  books  and 
publications  to  help  entrepreneurs  plan  or  expand  their  business. 

The  SBA  also  is  in  charge  of  coordinating  the  Federal 
government's  outreach  efforts  to  inform  the  small  business 
community  about  Electronic  Commerce,  which  is  the  method  by  which 
all  small  business  vendors  will  be  required  to  do  business  with  the 
federal  government. 

Advocacy: 

The  SBA  exists  primarily  because  small  businesses  don't  have 
the  clout  that  big  businesses  do.  The  SBA  is  charged  with 
advocating  for  small  business  customers  who  have  been  shut  out  of 
markets  that  traditionally  have  been  dominated  by  big  business. 
The  Agency's  Government  Contracting  division  ensures  that  small 
businesses  have  access  to  Federal  procurement  opportunities.  The 
Small  Business  Innovative  Research  and  Small  Business  Technology 
Transfer  programs  provide  small  technology  companies  access  to 
federal  research  and  development  funds.  The  Minority  Enterprise 
Development,  or  8(a)  program,  opens  doors  to  government  contracts 
for  minority  firms. 

But  the  advocacy  role  doesn't  stop  there. 
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The  Federal  government  affects  small  businesses  through  nearly 
all  of  its  agencies  and  departments;  programs  which  help  or  hinder 
small  business  health  and  success  are  not  limited  to  the  Small 
Business  Administration. 

I  believe  that  successful  advocacy  of  small  business  interests 
in  every  government  activity  is  a  crucial  measure  of  an  effective 
SBA. 

Congress  shares  this  belief  and  proved  it  through  the  creation 
of  a  separate  Office  of  Advocacy,  headed  by  a  chief  Counsel  who  is 
a  Presidential  appointee  confirmed  by  the  Senate. 

The  Office  of  Advocacy,  among  other  things,  is  charged  with 
these  tasks: 

developing  and  maintaining  a  small  business  data  base; 

monitoring  agency  implementation  of  the  Regulatory 
Flexibility  Act,  5  U.S.C.  601-612  (a  procedural  statute 
that  requires  agencies  to  analyze  the  impacts  of  their 
regulations  on  small  business  and,  whenever  possible, 
reduce  those  burdens) ; 

•    preparing  and  publishing  the  President's  annual  Report  to 
the  Congress  on  the  State  of  Small  Business;  and 
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preparing  materials  for  the  White  House  Conference  on 
Small  Business. 

True  advocacy  is  not  limited  to  the  Office  of  Advocacy  but  is 
pervasive  in  all  of  the  SBA's  activities.  Advocacy  of  the  small 
business  cause  has  led  to  many  of  the  accomplishments  we  reached 
this  past  year  —  Export  Assistance  Centers  and  One  Stop  Capital 
Shops  for  example. 

But  advocacy  must  go  beyond  looking  at  leveraging  SBA's 
programs;  we  are  spearheading  this  Administration's  efforts  to 
reduce  the  regulatory  burdens  on  small  business.  We  recognize  that 
the  economy  has  begun  to  rely  on  both  small  business'  job  creation 
activities  and  its  abilities  to  fill  gaps  in  the  marketplace.  The 
SBA  recognizes  the  importance  of  lowering  barriers  of  entry  into 
new  fields  for  small  business  and  removing  unnecessary  regulatory 
impediments  to  growth.  A  change  in  one  environmental  regulation 
can  have  an  enormous  impact  on  small  firms  throughout  the  United 
States. 

As  you  know.  President  Clinton  issued  Executive  Order  No. 
12866  on  September  30,  1993,  calling  upon  federal  agencies  to 
streamline  the  regulatory  process,  reduce  the  burdensome  impact  of 
their  regulatory  actions,  and  engage  in  better  long-range  planning. 
In  response,  the  SBA  and  the  Office  of  Information  and  Regulatory 
Affairs  (OIRA)  initiated  a  coordinated  inter-agency  effort  to 
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identify,  recommend,  and  implement  regulatory  reforms.  over  a 
period  of  five  months,  more  than  150  small  businesses  owners  and 
representatives  worked  with  80  agency  personnel  to  consider  the 
cumulative  impact  of  five  designated  agencies'  regulations  on  small 
business  and  to  suggest  recommendations  for  further  action.  The 
findings  of  the  inter-agency  working  groups  were  published  last 
July,  and  we  are  now  working  with  the  other  participating  agencies 
to  implement  those  recommendations. 

Disaster  Assistance: 

The  SBA  plays  a  major  role  in  the  wake  of  hurricanes,  floods, 
earthquakes,  wildfires,  tornados  and  other  physical  disasters.  In 
the  aftermath  of  the  Northridge  earthquake  and  other  disasters,  the 
SBA  approved  more  than  125,000  loans  for  more  than  53.8  billion  in 
FY  1994.  In  the  aftermath  of  the  Midwest  floods.  Hurricanes  Andrew 
and  Iniki,  the  Los  Angeles  civil  disturbances  and  other  recent 
disasters,  SBA  approved  58,644  disaster  loans  for  $1.67  billioh 
during  FY  1993,  and  another  23,417  disaster  loans  for  $794.6 
million  in  FY  1992.  Since  the  inception  of  the  program  in  1953, 
the  SBA  has  approved  more  than  1,277,000  disaster  loans  for  more 
than  $22.5  billion. 

The  SBA's  disaster  loans  are  the  primary  form  of  Federal 
assistance  for  nonfarm,  private  sector  disaster  losses.  For  this 
reason,  the  disaster  loan  program  is  the  only  form  of  SBA 


assistance  not  limited  to  small  businesses.  Disaster  loans  from 
the  SBA  help  homeowners,  renters,  businesses  of  all  sizes  and  non- 
profit organizations  fund  rebuilding.  The  SBA's  disaster  loans  are 
often  the  lifeline  in  disaster  ravaged  communities,  helping  to  spur 
employment  and  stabilize  the  tax  base. 

By  providing  disaster  assistance  in  the  form  of  loans  which 
are  repaid  to  the  U.S.  Treasury,  the  SBA  disaster  loan  program 
helps  reduce  Federal  disaster  costs  compared  to  other  forms  of 
assistance,  such  as  grants.  When  disaster  victims  need  to  borrow 
to  repair  damages  not  covered  by  insurance  the  SBA  tailors  the 
repayment  of  each  disaster  loan  to  each  borrower's  financial 
capability.  Moreover,  providing  disaster  assistance  in  the  form  of 
loans  rather  than  grants  avoids  creating  an  incentive  for  property 
owners  to  underinsure  against  risk.  In  addition,  our  proposed 
interest  rate  reform  for  this  program  would  further  eliminate 
unnecessary  subsidies.  Disaster  loans  require  borrowers  to 
maintain  appropriate  hazard  and  flood  insurance  coverage,  thereby 
reducing  the  need  for  future  disaster  assistance. 

The  law  gives  SBA  several  powerful  tools  to  make  disaster 
loans  affordable:  low  interest  rates,  long  terms  (up  to  30  years), 
and  refinancing  of  prior  debts  (in  some  cases) . 
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STRBAMLZMZMO  THE  8BA 

Before  I  conclude.  Madam  Cbainnan,  I  want  to  mention  how  the 
SBA  has  worked  together  with  Vice  President  Gore  and  the  National 
Performance  Review  to  streamline  its  programs  to  provide  better 
service  to  our  small  business  customers  and  to  continue  to  meet  the 
needs  of  previously  underserved  borrowers.  The  Agency  has 
developed  all  of  the  following  reinvention  initiatives  in  the  last 
two  years: 

Low  Documentation  Loan  Program  (LowDoc)  —  The  LowDoc 
program  reduces  the  paperwork  burden  imposed  on  lenders 
by  allowing  a  one-page  SBA  application  form  for  loans  of 
$100,000  or  less.  We  have  provided  each  of  you  with  a 
copy  of  the  form.  During  the  first  quarter  of  FYS 5  we 
made  7,765  LowDoc  loans,  which  translates  into  $427 
million  into  the  economy.  This  represents  55  percent  of 
the  total  number  of  7  (a)  loans  and  19  percent  of  the 
total  dollar  amount  of  7(a)  loans. 

•  Women's  Pre-Qualification  Pilot  Loan  Program  (currently 
being  piloted  at  16  sites)  —  This  program  increases 
access  to  capital  for  women-owned  businesses  by 
prequalifying  their  loan  application  before  the  borrower 
approaches  a  lender.  As  of  January  12,  1995,  under  this 
pilot  program,  the  SBA  issued  316  pre-qualification 
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letters  and  approved  193  loans  for  a  total  of  $20 
million. 

Export  Working  Capital  Program  —  The  SBA  is  now 
operating  its  export  initiatives  in  harmony  with 
Eximbank's  program,  providing  loans  to  email  businesses 
to  support  their  exporting  activities.  We  are  now 
working  on  establishing  aggressive  goals  for  our  field 
offices  for  this  program. 

GreenLine  Program  —  The  GreenLine  Program  provides  a 
variety  of  short-term  loans  and  revolving  lines  of 
credit.  This  type  of  credit  product  is  rarely  available 
to  small  businesses  or  start  ups  through  the  private 
sector. 

Commercial  Loan  Servicing  Centers  —  We  have  developed 
these  centralized  loan  servicing  centers  to  make  SBA's 
loan  servicing  activities  more  efficient  and  cost- 
effective. 

Loan  Processing  Center  —  We  have  implemented  centralized 
loan  processing,  which  provides  efficient,  consistent  and 
cost-effective  processing  of  the  Preferred  Lender  Program 
(PLP)  loans. 
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Main  Street  Investaent  Program  —  A  new  pilot  begun  in 
October  in  Pennsylvania,  the  Main  Street  Program,  creates 
a  partnership  between  the  SBA,  State  governments,  and 
private  lenders.  State  tax  dollars  are  invested  in 
community  banXs  tha^  commit  to  using  these  funds  to ' 
provide  LowDoc  loans  for  small  borrowers. 

Small  Loan  Express  Program  —  This  program  will  be 
piloted  with  18  lenders  beginning  in  February.  The 
program  allows  lenders  to  use  their  own  forms  and 
processes  for  loans  up  to  $100,000  in  exchange  for  a 
reduced  50  percent  guaranty  from  the  SBA. 

Minority  Pre-Qualification  Pilot  Loan  Program  —  This 
program,  which  will  be  piloted  at  up  to  15  sites 
beginning  in  March,  increases  access  to  capital  for 
minority-owned  businesses  by  prequalifying  them  for  a 
loan  guarantee  before  they  approach  a  lender.  The 
program  is  modeled  after  the  Women's  Pre-Qualification 
Pilot  Loan  Program. 

Streamlining  Agency  —  To  provide  increased  customer 
service  to  the  small  business  community  and  still 
maintain  the  {Utility  to  do  more  with  less,  the  Agency 
completed  a  two-phased  reassignment  program  in  which  77 
people  moved  from  our  Washington  headquarters  and  150 
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people  moved  out  of  our  regional  offices  to  various 
district  offices  where  our  customers  are  located.  These 
voluntary  transfers  stripped  redundant  layers  of 
bureaucracy  from  the  SBA  field  operations.  The 
downsizing  also  Includes  staff  reductions  through 
attrition  with  the  attendant  increased  reliance  on 
automation. 

These  streamlined  products  and  processes  reflect  the  SBA's 
determination  to  reach  small  business  customers  in  the  most  cost- 
effective  way. 

Madam  Chairman,  I  very  much  believe  that  the  SBA  and  all  of 
its  programs  are  critically  important  to  the  continued  growth  of 
small  business  in  this  country.  I  hope  to  work  very  closely  with 
Members  of  this  Committee  to  design  program  changes  that  will  allow 
us  to  maintain  programs  able  to  meet  the  needs  of  as  many  small 
businesses  as  possible  within  necessary  budget  constraints. 

Thank  you,  Madam  Chairman.  That  concludes  my  prepared 
remarks.   I  will  be  glad  to  answer  any  questions  you  may  have. 


SLMA  Testimony  before 

The  House  Small  Business  Committee 

Hearing  on  Small  Business  Procurement  Programs 

March  2.  1995 


The  Need  for  the  Set-Aside  Timber  Sale  Program  in  the  South 
I  am  Jim  Lee,  Director  of  Forest  Resources  for  the  Southeastern  Lumber  Manufacturers  Association 
(SLMA).  which  represents  hardwood  and  softwood  independent  lumber  producers  in  the  Southeast.  Our 
association  covers  the  area  from  Texas  to  Florida  to  Virginia  and  Kentucky  to  Louisiana  and  our  members 
include  approximately  400  family-owned  sawmills,  and  more  than  400  suppliers  for  these  businesses  • 
totaling  800  members  in  15  sutes.  Our  members  produce  more  than  4.5  billion  board  feet  of  softwood 
lumber,  and  roughly  1  billion  board  feet  of  hardwood  lumber.  In  most  southern  states,  the  forest  industry 
is  the  number  one  or  number  two  employer,  and  SLMA  members  employ  some  19,000  individuals.  Our 
members,  associate  members,  the  employees  of  the  mills  and  all  those  effected  by  the  decisions  made  by 
the  committee,  thank  you  for  the  opportunity  to  speak  on  behalf  of  the  SEA  Timber  Set-Aside  Program. 
The  SBA  timber  program  for  small  businesses  is  no:  a  traditional  set-aside  program  where 
government  contracts  are  selected  and  given  to  a  small  business  to  provide  the  government  with  services 
and  commodities.  The  property  sales  assistance  program  section  of  the  Federal  Code  of  Regulations  (CFR) 
directs  the  various  federal  agencies  to  offer  small  businesses  timber  sales  in  the  form  of  set-aside.  If 
necessary  to  insure  that  a  fair  proportion  of  sales  are  offered  to  small  businesses.  The  key  terms  in  the 
CFR  are  "EF  NECESSARY,"  "FAIR  PROPORTION"  and  "OFFERED."  The  program  provides  a  chance 
for  forest  family  businesses  to  compete  on  equal  footing  for  timber  sold  on  the  National  Forest.  The  timber 
is  only  separated  for  sale  exclusively  to  small  businesses,  when  records  show  that  a  large  number  of  sales 
have^one  to  big  businesses  and  small  businesses  do  not  have  an  opportunity  to  purchase. 
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On  National  Forests,  all  bidders  -  both  large  and  small  -  compete  evenly,  as  long  as  small  business 
is  able  to  buy  within  10%  of  the  historic  small  business  share  for  that  particular  forest.  On  these  open  sales 
there  are  no  restrictions  as  to  the  size  of  the  purchaser  or  the  manufacturing  of  the  various  wood  products 
on  the  sale. 

If  small  business  is  unable  to  procure  the  allocated  share  percentage,  then  the  market  area  is 
"triggered"  and  some  sales  can  be  set-aside.  This  "trigger"  or  "a  determination  of  need"  is  calculated  every 
six  months.  A  timber  sale  that  is  set-aside  is  a  sale  where  small  business  needs  only  to  bid  against  other 
small  business  bidders.  Small  business  must  still  compete,  but  only  against  other  bidders  with  the  same 
limited  resources  and  not  against  the  large  corporations. 

The  annual  harvest  of  the  Southern  Forest  Products  Industry  is  approximately  523  million  board 
feet  of  SAWTIMBER  on  Forest  Service  land.  This  amount  has  been  dwindling  each  year  since  1990. 
Sawtimber  is  the  material  used  to  manufacture  timbers.  lumber,  poles,  pilings,  flooring,  paneling,  pallets 
and  other  products  used  in  the  construction  of  homes  and  offices  for  people  to  work  and  live.  This  figure 
does  not  contain  any  pulpwood  volume,  since  there  are  no  SMALL  BUSEvJESS  pulp  manufacturing  facilities 
in  the  South.  Approximately  4.7  billion  board  feet  of  the  total  sawtimber  is  manufactured  by  members  of 
the  Southeastern  Lumber  Manufacturers  Association,  and  other  small  family-owned  businesses. 

As  pressures  have  mounted  on  federal  forest  agencies  from  environmentalists  to  lock  up  more  and 
more  of  the  forest  lands  for  wilderness,  wildlife  protection,  scenic  and  wild  river  reserves,  old  growth, 
watersheds,  and  buffer  areas  for  parks,  timber  sales  have  shrunk.  Now,  with  court  injunctions  blocking 
virtually  all  sales  in  the  Pacific  Northwest,  backlogs  of  federal  timber  sold  and  under  contract  in  that  region 
have  dwindled  to  almost  nothing.  This  has  fostered  ever  growing  competition  for  the  resources  on  both 
private  and  public  lands  throughout  the  country.  The  net  effect  is  an  escalation  of  the  raw  materials  cost, 
thus  pushing  up  the  cost  of  new  homes  and  remodeling. 
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If  the  goals  of  the  federal  government  are  to  &cilttate  technological  innovation  and  new  investments 
out  of  limited  supplies  of  logs;  to  encourage  secondary  manufocture  of  wood  products;  and  to  achieve 
community  stability,  then  the  emphasis  should  be  placed  on  the  small  family  businesses  and  the  timber  set- 
aside  program. 

The  giant  land  owning  companies  will  not  go  out  of  business  even  if  all  the  federal  timber  is  locked 
up,  they  will  down  size  to  the  limits  of  what  they  can  harvest  from  their  private  holdings.  But,  if  the  small 
independent  wood  products  producers  are  denied  access  to  federal  timber  they  will  go  out  of  business. 

If  the  small  indq)endent  producers  are  forced  out,  the  country  will  not  only  lose  the  capacity  of  their 
mills,  which  in  the  past  has  accounted  for  more  than  50%  of  the  softwood  lumber  production  in  the  U.S., 
but  will  also  lose  that  part  of  the  industry  which  has  provided  most  of  the  technological  innovation,  has  been 
most  competitive,  and  which  has  provided  the  dependent  timber  communities  with  the  highest  degree  of 
stability. 

Small  family  lumber  manufacturers  do  not  have  the  capital  to  matnuin  and  manage  large  tracts  of 
timber.  They  depend  primarily  on  two  sources  for  their  sawtimber  supply  -  small,  nonindustrial  private 
forest  landowners  (tree  farmers),  and  the  publicly-owned  forest  lands.  Faaors  that  affea  either  of  these 
sources  greatly  impacts  the  mill's  production  and  future  viability. 

The  SBA  Timber  Sale  Program  is  the  most  important  tool  small  business  sawmills  have  available 
as  purchasers  of  publicly-owned  timber  competing  against  the  large  corporations  for  sawtimber.  While 
SLMA  and  its  members  wholehearted  support  government  down  sizing,  we  feel  it  is  important  to  review 
each  program  on  its  merits  when  decision  to  cut  budgets  are  made.  Clearly  the  SBA  timber  program  is 
serving  the  needs  of  small  business  manufacturers,  but  not  unduly  burdening  the  process  or  budget  of  the 
government. 

It  is  important  to  note  that  these  SBA  "triggered"  timber  program  sales  are  subjea  to  the  same 
"floors"  -  minimum  bids  -  as  all  other  timbers  sales.  In  fact,  SBA  figures  show  that  recent  small  business 
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set  aside  sales  have  sold  for  $219.  per  thousand  board  feet  compared  to  $205.  per  thousand  board  feet  for 
all  small  business  sales.  The  SBA  timber  sale  program  provides  for  equal  competition  not  subsidies. 

Presently,  the  procedure  is  in  the  ninth  period  out  of  ten  in  the  five-year  program.  During  the  past 
four  years,  the  Forest  Service  has  offered  a  total  of  1,947  sales  representing  1.5  billion  board  feet  of 
sawtimber.  Small  business  has  purchased  1,534  of  these  sales,  representing  1.1  billion  board  feet.  This 
is  a  significant  amount! 

Does  the  program  work?  Yes  -  Of  the  32  market  areas  in  the  South,  eight  areas  were  uiggered  for 
at  least  five  of  the  eight  six-month  periods.  Currently,  there  are  seven  of  the  forest  market  areas 
"triggered."  There  are  two  market  areas  where  small  businesses  would  not  have  been  able  to  purchase  any 
National  Forest  Timber  if  it  were  not  for  the  SET-ASIDE  PROGRAM.  (SC) 

The  decision  you  make  today  or  in  the  future  for  this  program  is  one  of  utmost  importance  for  many 
small-femlly  businesses  in  the  South.  These  forest  businesses  employ  local  people  and  many  times  are  the 
only  industry  in  a  rural  community.  If  they  cannot  get  raw  materials  or  compete  with  large  corporations, 
then  this  country  will  lose  many  rural  jobs,  rural  communities,  and  the  diversity  they  bring  to  our  economy 
and  our  country.  Based  on  your  decision,  SLMA  members  may  face  losing  their  jobs.  Their  lost  wages 
will  affea  their  household  and  their  communities. 

This  program  works!  In  the  South,  public  timber  may  supply  only  10  %  to  35  %  of  the  total  timber 
needs  for  the  mills,  but  for  mills  located  near  a  National  Forest  that  percentage  climbs  much  higher.  If  the 
program  is  curtailed,  mills  in  National  Forest  areas  will  fece  uncertain  supply  and  unequal  competition 
against  large  businesses.  Many  of  the  timber  program  small  business  sales  are  bought  by  loggers  who 
supply  several  sawmills  in  the  region.  Also,  mills  not  bidding  on  the  Public  Timber  are  buying  logs  from 
those  that  do. 

Where  will  these  family  businesses  turn  for  raw  supply  -  private  lands  where  big  business  has  the 
advantages?  This  will  truly  affect  the  independent  lumberman.  SLMA  asks  that  you  keep  the  small  business 
timber  sale  program  intact  and  put  FAMILY  BUSINESSES  -  FIRST. 
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statement  for  the  record 

OF  the 

Small  Business  Timber  Council 
Eugene,  Oregon 


The  Small  Business  Timber  Council  (SBTC)  is  the  largest  representative  of  Oregon  small 
primary  wood  products  manufacturing  firms.  SBTC  was  established  when  its  predecessor, 
Northwest  Timber  Association  transferred  its  forestry  functions  to  the  Northwest  Forest 
Association  in  order  to  maximize  industry's  effectiveness  by  uniting  companies  both  large  and 
small  to  deal  with  the  serious  issues  impacting  public  and  private  forestry  in  the  Pacific 
Northwest.  In  addition  to  the  association  members  (a  list  attached),  the  SBTC  works  with  otlier 
small  business  associations  and  non-affiliated  small  business  companies  on  small  business  issues. 
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SBTC  was  established  to  represent  its  members  specifically  on  matters  with  reference  to  the  SBA 
timber  programs  and  other  related  issues  affecting  the  small  independent  business  sector  of  the 
Forest  Products  Industry.  The  following  is  a  brief  review  of  the  SBA  Timber  Program  to  date, 
a  program  which  has  assisted  the  survival  of  small  business  wood  product  mills  in  the  past,  and 
today  it  is  more  important  with  the  current  confusing  staais  in  the  management  of  the  Federal 
timberlands. 

Set-Aside  Program  Background 

The  Small  Business  Act  U.S.C.  631  et  seq.  provides  the  statutory  basis  for  the  Small  Business 
Timber  Sale  Set-Aside  Program.  This  Act  was  amended  in  1958  to  include  sales  of  Federal 
property  as  follows. 

".  .  .  It  is  the  declared  policy  of  the  Congress  that  the  Government  should  aid,  counsel, 
assist,  and  protect,  insofar  as  is  possible,  the  interests  of  small-business  concerns  ...  to  insure 
that  a  fair  proportion  of  the  total  sales  of  Government  prc'perty  be  made  to  such  enterprises  .  . 

The  Act  requires  the  Small  Business  Administration  and  other  agencies  to  ensure  that  a  fair 
proportion  of  the  sales  of  Government  property  are  made  to  small  business  concerns.  The  Act's 
legislative  history  shows  that  timber  sales  were  intended  to  be  included  under  these  provisions. 

1.  1958  Set-Aside  Program.  In  1958,  the  SBA  and  the  U.S.  Department  of  Agriculture 
concluded  an  agreement  to  fulfill  the  responsibility  of  providing  a  fair  proportion  of  Federal 
timber  sales  to  small  business  enterprises,  as  defined  by  the  SBA.  This  agreement  provided  for 
the  Forest  Service  to  consider  the  SBA's  recommendations  on  reserving  Federal  timber  sales  for 
preferential  bidding  by  small  business.  The  agreement,  however,  did  not  bind  the  Forest  Service 
to  make  such  sales,  nor  did  it  establish  uniform  criteria  for  determining  when  federal  timber 
sales  wold  be  set  aside  for  small  business. 

The  primary  deficiency  of  the  1958  agreement  was  its  lack  of  defined  standards,  which  resulted 
in  an  inconsistent  approach  from  Forest  to  Forest  for  determining  the  need  for  set-aside  timber 
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sales.  As  a  result,  the  program  was  not  effective  in  providing  small  business  a  fair  proportion 
of  Federal  timber  sales. 

2.  1971  Set-Aside  Program  Changes.  In  the  late  1960's,  the  Forest  Service,  the  SBA,  and 
industry  representatives  began  discussions  on  modifications  necessary  to  make  the  Set-Aside 
Program  more  workable.  In  January  1971,  a  tentative  proposal  was  developed  to  correct  the 
deficiencies  in  the  1958  agreement.  This  proposal  was  discussed  extensively  among  the  agencies 
and  industry  representatives.  This  agreement  became  the  basis  for  a  more  effective  Set-Aside 
Program.  The  salient  elements  of  this  agreement  and  its  current  implementation  include  the 
following: 

a.  A  small  business,  for  the  purchase  of  Federal  timber,  is  defined  as  a  concern  that 
employs  500  for  fewer  people  and  meets  certain  other  criteria. 

b.  A  base  average  share  for  small  business  for  each  market  area  (normally  a  National 
Forest)  for  the  calendar  year  (CY)  1971-75  period  based  on  the  proportion  of  total  sawtimber 
purchased  by  small  business  in  the  designated  market  area  during  the  historical  CY  1966-70 
period.  This  base  share  is  recomputed  at  5-year  intervals,  but  the  recomputed  share  may  not 
decline  below  50  percent  of  the  initial  base  share.  Subsequent  recomputations  to  update  base 
shares  have  occurred  every  5  years  since  the  initial  computation. 

c.  There  were  additional  changes  in  recomputing  small  business  base  share  from  the 
previous  share  to  make  the  program  adapt  to  changing  situations. 

d.  The  need  for  set-aside  sales  is  analyzed  at  6-month  intervals.  Set-aside  sales  are 
required  in  a  market  area  when  the  accumulated  small  business  deficit  to  date  (within  the  current 
5-year  period)  equals  or  exceeds  10  percent  of  the  small  business  share  for  the  past  6-month 
analysis  period. 

e.  When  set-aside  sales  are  triggered,  the  small  business  share  plus,  an  additional  volume 
is  set  aside  during  the  next  periods  as  necessary  to  allow  small  business  to  maintain  its  fair  share 
of  Federal  timber. 

f.  When  a  sale  is  sold  as  a  set-aside,  the  contract  provides  that  no  more  than  30  percent 
(50  percent  ir  Alaska)  of  the  advertised  sawtimber  volume  may  be  sold  to  or  manufactured  by 
large  business. 
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g.   The  1971  agreement  and  implementing  instructions  allow  the  Forest  Service  and  the 
SBA  to  consider  other  factors  in  establishing  base  shares  or  sales  to  be  set  aside. 

3.  Legal  Review  of  the  1971  Set-Aside  Program.  The  legality  of  the  Set- Aside  Program,  as 
established  by  the  1971  agreement,  was  challenged  by  12  forest  products  manufacturing 
companies  ineligible  for  the  program  in  a  court  case  (Duke  City  Lumber  Co.  Et  al.  v.  Earl  L. 
Butz,  Secretary  of  Agriculture  et  al.)  The  court  found  in  an  August  24,  1974,  decision  that  the 
Set-Aside  Program  developed  by  the  Forest  Service  and  the  SBA  in  1971  was  within  the 
agencies"  authority,  protected  the  interests  of  small  businesses,  and  did  not  reduce  large 
business"  historical  share  of  the  timber  market  nor  increase  that  of  small  business. 

4.  Special  Salvage  Timber  Sale  Program-  1979.  In  1979,  the  Forest  Service  and  the  SBA 
established  a  Special  Salvage  Timber  Sale  Program  (hereafter  referred  to  as  the  SSTS  Program) 
under  the  general  framework  of  the  1971  agreement.  Under  the  SSTS  Program,  salvage  sales 
that  meet  criteria  for  eligibility  may  be  sold  with  preferential  award  to  qualified  small  business 
concerns  having  25  or  fewer  employees.  The  sales  under  the  SSTS  Program  are  not  used  in 
share  calculations  or  trigger  mechanisms  that  require  sales  to  be  set  aside. 

5.  Program  Revisions  -  1990.  Beginning  in  1987  and  ending  in  1990  with  the  publication  of 
revised  regulations,  the  small  and  large  business  segments  of  the  industry  met  with  the  USPS 
and  BLM  to  modify  and  improve  the  1971  agreement  between  the  SBA  and  the  timber  selling 
agencies.  This  was  accomplished,  and  the  present  revised  agreement  represents  the  culmination 
of  these  negotiations,.  The  basic  understanding,  and  guiding  principles  set  forth  in  1958  and 
1971  remain  as  the  guidelines  for  the  maintenance  of  a  viable  small  business  timber  program. 
This  program  has  helped  to  establish  a  level  playing  field  for  the  acquisition  of  Federal  timber 
between  small  and  large  business  operations. 

6.  Current  Concerns.  Our  concerns  over  the  past  two  years  with  the  SBA  Program  and 
performance  are  several: 


106 


a.  Early  in  the  new  administration,  Mr.  Tom  Tuchmann  was  appointed  the  Pacific 
Northwest  representative  for  the  White  House  by  the  administration  to  oversee  the  Forest  Service 
and  BLM  timber  programs.  In  that  capacity,  he  proposed  changes  in  the  SB  A  program  which 
were  not  in  the  best  interest  of  small  business.  More  importantly,  the  affected  small  business 
groups  were  given  little  or  no  opportunity  to  have  input.  Our  organization,  among  others,  was 
selectively  excluded  from  participation  by  denying  us  the  opportunity  to  make  a  presentation  of 
our  concerns  directly  to  the  committee,  a  privilege  that  was  accorded  a  few  select  individuals. 
Fortunately  the  whole  program  revision  has  apparently  died  after  a  year  of  dangling  in  the 
breeze.   We  hope  that  it  is  no  longer  under  consideration,  because  it  was  totally  without  merit. 

b.  Shortly  after  Mr.  Erskine  Bowles,  the  previous  SBA  administrator  took  office,  he 
effectively  destroyed  the  SBA's  timber  staff  administrative  effectiveness  by  overnight  reassigning 
the  entire  staff  in  the  Washington,  D.C.  office  from  their  timber  positions  to  other  areas  in  the 
Agency.  This  highly  experienced  staff  was  replaced  with  individuals  with  neither  background 
in  the  SBA  timber  programs  nor  understanding  of  the  timber  industry  itself.  We  have  lost  both 
our  technical  assistance  at  the  Washington,  D.C.  level  and  our  advocacy  support. 

c.  Small  business  has  taken  the  brunt  of  the  negative  impacts  of  the  implementation  of 
the  Clinton  Plan,  or  Option  9  Program.  Small  business  has  been  unable  to  get  any  assistance 
from  the  SBA's  advocate  office  to  represent  our  interests  and  help  ease  the  critical  situation  in 
the  Northwest.  The  impact  of  mill  closures  has  been  disastrous  for  small  business.  At  least 
70  small  business  mills  have  been  eliminated  in  Oregon  alone  and  their  dependent  communities 
devastated. 

d.  Both  large  and  small  business  recognize  that  today's  federal  timber  sale  programs  in 
the  West  are  not  normal.  When  the  current  5-year  base  period  ends  September  30,  1995,  new 
base  shares  will  be  calculated  for  the  next  5  years.  We  urge  careful  analysis  for  the  unusual 
conditions  that  have  occurred  with  the  Clinton  Plan  implementation.  We  encourage  the  Agency 
to  work  together  with  representatives  of  large  and  small  businesses  in  areas  of  unusual  changes 
to  avoid  penalizing  small  business  for  these  situations  through  loss  of  base  share  percentage. 

e.  Given  the  unusual  conditions  in  the  management  of  Federal  timber  during  the  last  5 
years,  the  SBA  program  is  needed  more  than  ever  to  maintain  the  stability  the  small  business 
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sector  or  the  industry  in  these  most  difficult  times.  Sixty-six  percent  of  239  primary  wood 
products  mills  that  closed  since  1989  in  the  Pacific  Northwest  were  small  business. 

f.  The  problem  of  exclusion  continues.  SBTC  was  invited  earlier  this  year  to  the 
preparation  meetings  for  the  special  Small  Business  White  House  conference.  We  looked  at  it 
as  an  opportunity  to  raise  the  visibility  level  of  our  issues.  We  find  that  the  apparent  purpose 
was  to  involve  us  and  others  in  establishing  attendance  at  the  state  conferences  rather  than  to  put 
small  business  issues  on  the  agenda.  We  continued  to  query  with  regard  to  agenda  items  and 
how  to  bring  our  issues  to  the  floor.  We  were  advised  very  succinctly  that  neither  the  SBA  nor 
the  organizing  committees  had  anything  to  do  with  the  agenda,  and  that  it  was  set  by  the  "White 
House."    We  were  promised  follow-up  calls,  but  nothing  has  transpired. 

We  continue  to  see  the  exclusion  of  the  small  business  segment  of  the  industry  in  those  actions 
of  the  federal  government  that  literally  affect  the  life  and  death  of  the  small  timber  mill  owners 
and  their  dependent  communities.  It  is  the  desire  of  the  Small  Business  Timber  Council  as  a 
small  business  organization  to  be  able  to  participate  in  the  development  and  the  analysis  of  the 
critical  government  small  business  programs  and  to  participate  in  the  related  educational 
processes.  The  current  policies  of  the  federal  government  in  managing  their  timber  resources 
have  effectively  destroyed  much  of  the  small  business  segment  of  the  timber  industry  in  the 
West.  The  attached  map  graphically  shows  the  numerous  western  communities  that  have  been 
impacted  by  one  or  more  of  the  239  mill  closures  since  1989. 

We  need  a  positive  response  -  We  need  help  -  We  need  it  now! 


Attachments: 
Map 
SBTC  Member  List 
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MILL    CLOSURES     1989  -  1994 


size  of  the  community. 

These  figures  only  cover  the  pehod  from 
1989  to  1994   They  represent  the  closures 
of  primary  wood  products  operations. 

lost  several 
mills  are  very  c 
to  dosing  or  have  severely  cut  back 
manpower  and  production  t 


Source;  Paul  P.  Ehmger  i  Assodales.  Eugene.  Oregon 
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SMALL  BUSINESS  TIMBER  COUNCIL 
MEMBERSHIP  LIST 


Eugene  F.  Burrill  Lumber 
Mr.  Michael  E.  Burrill 
P.  O.  Box  220 
Medford,  OR  97501 
503/826-2221 


South  Coast  Lumber  Co. 
Mr.  Ron  Failert 
P.  O.  Box  670 
Brookings,  OR   97415 
503/469-2136 


C  &  D  Lumber  Co. 
Mr.  Bud  Johnson 
P.  O.  Box  27 
Riddle,  OR   97469 
503/874-2281 

Freres  Lumber  Co.,  Inc. 
Mr.  Rob  Freres,  Jr. 
P.  O.  Box  276 
Lyons,  OR   97358 
503/859-2121 

Herbert  Lumber  Co. 
Mr.  Lynn  Herbert 
P.  O.  Box  7 
Riddle,  OR   97469 
503/874-2236 

Nordic  Veneer,  Inc. 
Mr.  Art  Adams 
P.  O.  Box  2249 
Roseburg,  OR  97470 
503/672-2675 

Rosboro  Lumber  Co. 
Mr.  Gordon  Culbertson 
P.  O.  Box  20 
Springfield,  OR   97477 
503/746-8411 

Rough  &  Ready  Lumber  Co. 

Mr.  Don  McLaughlin 

P.  O.  Box  519 

Cave  Junction,  OR   97523 

503/592-3116 


Spalding  &  Son,  Inc. 

Mr.  Bob  Watson 

P.  O.  Box  438 

Grants  Pass,  OR   97526 

503/476-4448 

FAX  503-479-0229 

Starfire  Lumber  Co. 

Mr.  Foster  Robinson 

P.  O.  Box  547 

Cottage  Grove,  OR   97424 

503/942-0168 

Sun  Studs,  Inc. 
Mr.  Bob  Ragon 
P.  O.  Box  1127 
Roseburg,  OR   97470 
503/673-0141 

Swanson  Bros.  Lumber  Co. 

Mr.  Sam  Konnie 

Mike  Randall 

P.  O.  Box  309 

Noti,  OR   97461 

503/935-2231 

Zip-O-Log  Mills,  Inc. 
Mr.  Jim  Hallstrom 
P.  O.  Box  2130 
Eugene,  OR   97402 
503/343-7758 
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Madam  Chaiman  and  meabers  of  the  Comnlttee,  I  aa  Debra  B.  Libov, 
a  Procurement  Center  Representative  (PC31)  with  the  Government 
Contracting  Division  of  the  Small  Business  Administration  in  New 
York.   I  am  very  happy  to  have  an  opportunity  to  speak  with  you 
this  morning  because  I  want  to  tell  you  about  the  important 
things  that  I  do  for  small  business.   I  believe  that  my  fellow 
PCRe  and  Z  make  a  difference  to  the  small  business  community  we 
serve  by  acting  as  their  voice  in  procurement  decisions  made  at 
the  federal  buying  activities.   Our  programs  break  down  barriers 
which  impede  small  business  participation,  open  doors  that  would 
otherwise  remain  closed,  and  facilitate  small  business 
participation  in  the  federal  procurement  curena. 

Before  I  tell  you  more  about  what  I  do  as  a  PCR,  I  want  to 
acquaint  you  with  my  professional  background.   I  have  been  a 
procurement  official  with  the  federal  government  since  1976.   I 
joined  the  SBA  in  1979  and  have  served  the  agency  in  several 
procurement  related  capacities.   consequently,  I  have  extensive 
knowledge  of  contracting  systems  and  understand  how  procurement 
officials  think  and  operate.  This  knowledge  enables  me  to  work 
with  them  to  secvtre  and  increase  procnirement  opportunities  for 
small  business  concerns. 

As  Mr.  Neal  told  you,  ay  job  is  to  increase  the  small  business 
share  of  federal  dollars.   The  primary  way  in  which  I  accomplish 
this  is  through  ny  review  of  those  solicitations  that  are  not 


112 


proposed  to  be  set-aside  for  small  business.   I  evaluate  the 
small  business  potential  and  recommend  small  business  set-asides 
when  warranted.   It's  Important  to  understand  that  when  a 
procurement  reaches  ny  desX  it  means  that  the  no  one  employed  by 
the  buying  activity,  not  the  Contracting  Officer,  Competition 
Advocate,  small  Business  Specialist,  or  any  other  reviewing 
official  who  might  champion  the  cause  of  small  business  concerns, 
elected  to  do  so.  There  are  many  occasions  when  my  fellow  PCRs 
and  I  are  able  to  accomplish  a  small  business  set-aside  when  no 
one  else  did.  You  might  be  interested  to  Know  that  due  solely  to 
the  efforts  of  our  PCRs,  last  year  alone,  $975  million  was  set- 
aside  for  small  business. 

I'd  like  to  share  some  of  my  experiences  with  you: 

GSA  forwarded  a  procurement  for  miscellaneous  office  supplies 
estimated  at  $100  million  for  my  review.  Although  they  proposed 
an  unrestricted  procurement,  I  knew  that  there  were  a  number  of 
small  businesses  that  could  provide  many  of  the  items.  As  a 
result  of  my  recommendation,  $25  million  was  set-aside  for  small 
business  participation. 

In  another  instance,  GSA  proposed  to  solicit  repairs  and 
alterations  to  a  Federal  Building  in  Newark  N.J.  on  a  non  set- 
aside  basis.   The  work  was  estimated  to  cost  between  $10  and  $20 
million.  After  my  evaluation  of  the  project,  and  an  extensive 
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outraaoh  effort,  I  was  convlncad  that  thara  would  b«  significant 
small  business  participation,  and  was  abls  to  convince  G8A 
officials  to  convart  th«  procurement  to  a  small  business  set- 
aside.   Seven  (7)  saall  businesses  bid.   The  award,  for  more  than 
$13  million,  was  made  to  a  local  New  Jersey  small  business  at  a 
savings  of  almost  $1.2  million  to  the  government. 

Another  of  my  PCR  functions  is  to  break-up  procurements  which 
have  been  consolidated  into  very  large  projects,  thereby 
inhibiting  the  ability  of  small  business  to  compete.   I'd  like  to 
share  such  an  experience  with  you: 

The  Corps  of  Engineers'  Contracting  Officer  and  SADBUS  proposed 
to  issue  a  solicitation  to  construct  two  buildings  at  McGuire  AFB 
with  an  estimated  value  of  $15  million.   I  saw  that  the 
procurement  was  beyond  the  reach  of  most  email  business  concerns. 
For  that  reason,  I  did  not  concur  with  the  Corps'  attempted 
consolidation.   I  was  able  to  convince  the  Contracting  officer  to 
make  two  separate  contract  awards.   The  larger  of  the  two 
contracts  was  awarded  to  a  local  small  business  concern. 

These  stories  represent  only  one  small  part  of  one  PCR's  impact 
on  the  procurement  process.   A  PCRs  mere  presence  is  often 
enough  to  influence  the  buying  activity  to  "think  small." 
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I  could  recite  an  almost  endlesE  list  of  ay  duties,  but  I'd  like 
to  share  a  few  excerpts  from  letter  I  recently  received  from  a 
small  business  entrepreneur  that  I  believe  captures  the  essence 
of  a  PCR. 

*'You  know  you're  destroying  the  prejudice  built  up  over 
a  lifetime  of  my  concept  of  the  stereotypical  government 
bureaucrat.*' 

"You  actually  had  a  pulse  beat,  and  were  helpful  and 
human  in  dealing  with  me.  It's  just  not  fair  what  you're 
doing  to  my  illusions  about  bureaucrats,  Ms.  Libow!  But, 
Keep  it  up  anyway." 

"Again,  thanks.   I  look  forward  to  the  material  you're 
sending  me.  And  -  not  to  be  a  pain  in  the  butt  -  I'll  take 
you  up  on  your  offer  to  give  you  a  call  for  direction  if  I 
run  into  trouble." 

In  closing,  I'd  like  to  tell  you  that  as  the  only  PCR  in  KY  1  am 
on-call  and  ready  to  assist  any  small  business  with  any 
procurement  problem  with  any  procuring  activity  at  a  moments 
notice,   it's  a  big  job  and  it's  an  important  job.   I  love  what  I 
do  and  I  hope  that  I  will  be  permitted  to  continue  to  serve  the 
small  business  community  in  this  capacity  for  many  years  to  come. 
I  thank  you  for  your  kind  attention. 
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Madam  Chairman  and  membeis  of  the  Committee,  I  am  Robert  L. 
Neal,  Jr. ,  Associate  Deputy  Administrator  for  Government  Contracting  and  Minority 
Enterprise  Development  for  the  Small  Business  Administration  (S6A).  On  behalf  of 
Philip  Lader,  the  SBA*s  Administrator,  I  would  like  to  thank  you  for  inviting  the  SBA 
to  discuss  our  Government  Contracting  Programs.   Administrator  Lader  has  asked  that 
I  represent  the  Agency  at  this  hearing.   I  am  accompanied  by  Robert  J.  MoflEitt, 
Deputy  Associate  Deputy  Administrator  for  Government  Contracting  and  Minority 
Enterprise  Development,  and  Thomas  Dumaresq,  Associate  Administrator  for 
Government  Contracting. 

The  SBA's  Government  Contracting  Programs  have  a  total  annual  budget  of 
roughly  $20.0  million.  In  all,  approximately  250  professional  employees,  or  7%  of 
the  SBA's  workforce,  are  assigned  to  this  area.   Last  year  SBA  Government 
Contracting  Programs  saved  the  taxpayer  almost  $220.0  million,  or  more  than  ten 
times  their  cost  to  operate.   But  savings  are  only  a  small  part  of  the  whole  story. 

The  SBA  was  created  in  1953  to  aid  small  businesses  and  to  help  strengthen  the 
overall  economy  of  our  Nation  by  iniTBasing  job  oppoitumties,  stimulating 
inoovations,  and  proviifing  a  rising  standard  of  living.  Nowhere  is  there  a  greater 
opportunity  for  the  SBA  to  meet  these  objectives  or  a  greater  need  by  small  businesses 
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for  our  help,  than  in  the  federal  procurement  maitets.   Each  of  the  SBA's 
procurement  programs  was  developed  in  response  to  federal  market  imperfections  that 
serve  as  barriers  to  small  businesses  starting  and  expanding  participation  in  this  arena. 

In  fact,  long  before  the  SBA  was  created,  Congress  recognized  the  need  for 
Government  Contracting  assistance  to  small  business.   During  World  War  n,  to 
ensure  the  participation  of  small  business  in  the  war  production  effort,  the  Congress 
passed  the  Small  Business  Mobilization  Act  (Public  Law  77-603)  creating  the 
Certificate  of  Competency  (COC)  Program.  The  COC  Program  is  an  appeal  process 
available  to  a  small  business  in  the  event  it  is  the  low  bidder  on  a  govemmrat  contract 
and  the  government  agency  rejects  the  low  bid  because  of  a  question  regarding  the 
company's  ability  to  perform  satisfactorily.   This  program  was  initially  administered 
by  the  Small  Defense  Plant  Administration  and  was  transferred  to  the  SBA  in  1953  as 
part  of  the  Small  Business  Act. 

From  the  very  beginning,  the  Congress  recognized  the  value  of  an  indq)endent 
agency,  dedicated  solely  to  small  business  issues,  with  oversight  responsibilities  for 
some  aspects  of  the  procurement  process.   Today,  the  COC  Program  is  but  one  of 
several  programs  in  SBA's  Office  of  Government  Contracting  that  are  of  vital 
importance  to  small  business.   Others  are  the  Prime  Contracts  Program,  the 
Subcontracting  Assistance  Program,  the  Procurement  Automated  Source  System 
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(PASS)  and  the  Natural  Resources  Sales  Assistance  Program.   Like  the  Agency  itself, 
the  SBA's  Government  Contracting  Programs  exist  because  small  businesses  do  not 
have  either  the  clout  or  the  resources  that  large  businesses  have.   We  serve  as  the 
voice  for  small  businesses  who  are  still  too  easily  shut  out  of  the  vast  federal 
procurement  market. 

Most  importantly,  through  its  Government  Contracting  Programs,  the  SBA  is 
able  to  overcome  the  natural  tendency  of  contracting  officers  to  procure  goods  and 
services  from  familiar,  large  business  sources.   I  would  like  to  point  out  that  this  is  a 
natural  tendency,  not  just  a  phenomenon  exclusive  to  federal  officials.   Each  one  of  us 
can  relate  to  the  tendency  to  purchase  products  that  carry  a  "brand  name,"  rather  than 
the  "generic"  product,  even  though  it  is  often  less  expensive,  more  innovative,  and 
can  be  delivered  faster. 

This  phenomenon  is  very  common  in  the  federal  procurement  arena  where  all 
actions  are  open  to  public  review  and  criticism.   It  is  simply  easier,  and  less  likely  to 
be  second  guessed,  to  justify  use  of  an  outside  contractor  that  is  an  established, 
industry  leader  than  it  is  to  support  use  of  a  new,  innovative  small  company  no  matter 
how  well  qualified  the  firm  appears  to  be. 

It  is  important  at  this  point  to  emphasize  the  magnitude  of  small  business 
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involvement  in  the  federal  procurement  arena.  In  fiscal  year  1993,  the  federal 
government  purchased  over  $63.0  billion  in  supplies  and  services  from  small 
businesses.   It  is  estimated  that  over  450,000  small  business  jobs,  distributed  across 
the  country,  are  directly  related  to  these  Federal  purchases.  Although  total  Federal 
purchases  have  declined  from  approximately  $190.0  billion  in  fiscal  year  1991  to 
approximately  $179.4  billion  in  fiscal  year  1993,  the  percentage  to  small  business 
has  remained  relatively  constant  over  this  period.  The  percentage  of  prime  contract 
dollars  going  to  small  business  has  actually  increased  from  22.7%  in  fiscal  year  1991 
to  23.5%  in  fiscal  year  1993.   Preliminary  figures  for  fiscal  year  1994  indicate  that 
the  small  business  share  will  exceed  25.0% .  To  continue  this  upward  trend,  we  will 
need  to  reinforce  our  efforts  and  use  our  limited  resources  efficiently. 

Further,  small  business  participation  in  this  market  increases  competition  which 
lowers  costs,  e}q>ands  the  industrial  base  of  the  country,  and  offers  an  avenue  of 
opportunity  for  entrepreneurs  seeking  access  to  the  American  dream.  The  size  of  the 
market  combined  with  legislated  protections  for  small  business  are  particularly 
beneficial  for  traditionally  underutilized  entrepreneurs,  including  women  and 
minorities.   Although  the  opportunities  for  small  business  in  thi$  market  are  very 
significant,  there  are  many  thorns  on  this  rose  as  well. 

What  would  happen  to  small  business  without  SBA  involvement  in  the 
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procurement  process?  Specific  accomplishments  attributable  directly  to  SBA  programs 
total  roughly  $2.0  billion  per  year.   There  is  no  question,  however,  that  our 
Government  Contracting  Programs  have  an  impact  that  is  far  greater  than  the  sum  of 
these  specific  individual  program  accomplishments.    In  1965,  for  example,  SBA 
involvement  in  the  process  of  reserving  contracts  for  competition  exclusively  among 
small  businesses  was  eliminated  by  Congress.   As  a  result,  small  business  awards 
dropped  by  25%  in  the  next  three  years;  the  SBA  program  was  reinstated  in  1969 
after  Congressional  hearings. 

Although  every  federal  agency  has  an  extensive  small  business  program 
administered  by  its  own  internal  Office  of  Small  and  Disadvantaged  Business 
Utilization  (OSDBU),  the  factors  that  resulted  in  such  an  enonnous  drop  in  small 
business  market  share  in  1966  still  exist  today.   Small  business  programs  at  other 
federal  agencies  must  compete  with  other  agency  priorities  to  be  effective.  The 
natural  tendency  to  buy  from  established  sources  described  earlier  makes  the  existence 
of  an  outside,  objective  review  process  through  SBA  Government  Contracting 
Programs  essential.    These  SBA  programs  support  the  internal  small  business 
program  at  other  federal  agencies  and  ensure  that  ^)propriate  access  to  the 
procurement  market  is  provided  for  the  small  business  community. 

As  I  mentioned  earlier,  by  achieving  significant  savinp  to  the  taxpayer, 
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Oovenunent  Contiadiiig  Programs  actually  pay  for  themselves  many  time«  over. 
Savings  are  achieved  dirough  both  ttic  SBA  Procurement  Breakout  Program  and  the 
SB  A  Certificate  of  Competency  Program.   The  operation  of  these  programs  will  be 
described  in  detail  later  in  my  testimony,  but  I  believe  a  couple  of  simple  examples 
will  illustrate  the  nature  of  the  savings  we  are  talking  about. 

The  first  exan^)le  illustrates  how  savings  are  achieved  in  the  Procurement 
Breakout  Program.   The  Defense  General  Supply  Center  (DGSC),  in  Richmond, 
Virginia,  wanted  to  purchase  a  major  system  from  a  targe  business  on  a  sole  source 
basis.  In  other  words,  the  agency  intended  to  negotiate  a  contract  with  a  specific 
company  without  competition  from  any  other  suppliers.  The  overall  system  to  be 
purchased  was  made  up  of  a  number  of  subsystems  and  components  including  an  item 
that  was  nothing  more  than  a  common  marker  light  for  trailers  that  could  be  purchased 
in  any  local  auto  parts  store. 

SBA  engineering  specialists,  called  Breakout  Procurement  Center 
Representatives,  stationed  at  the  Defense  General  Supply  Center,  reviewed  this 
proposed  procurement  and  identified  the  marker  light  as  an  item  that  could  be 
purchased  separately  inm  the  rest  of  the  system.  This  action  resulted  in  a  competitive 
procurement  for  the  marker  lights  and  a  79%  unit  price  decrease,  from  $47.50  eadi  to 
the  current  price  of  $3.79  each.  The  government  saved  more  than  $17,000  on  the 
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initial  competitive  procurement  alone  and  additional  savings  were  achieved  on  each 
subsequent  purchase  of  this  item. 

This  next  example  shows  how  savings  are  achieved  in  the  SBA  Certificate  of 
Competency  Program.   Southern  Automotive  Wholesalers,  Inc.,  a  Michigan-based 
small  business  manufacturer,  bid  on  generator  regulators  used  in  the  M60  battle  tanks 
that  were  being  purchased  by  the  U.S.  Army  Tank  Automotive  Command  in  Warren, 
Michigan.   Although  Southern  was  the  low  bidder,  the  XArmjietermined  that  the 
company  lacked  the  technical  and  production  capability  necessary  to  perform 
satisfactorily  in  accordance  with  the  terras  and  conditions  required  for  this  purchase. 

As  a  small  business,  Southern  was  entided  to  a  review  of  the  Army's 
determination  through  the  SBA's  Certificate  of  Competency  Program.   At  Southern's 
request,  the  SBA  performed  an  independent  evaluation  and  determined  that  the 
company  had  talcen  the  steps  necessary  to  ensure  successful  delivery  of  the  required 
generator  regulators.   The  SBA  reviewed  the  company's  proposed  production  plan, 
quality  assurance  capability,  management  team,  facilities  and  equipment,  and  financial 
capability  in  making  this  determination.  As  a  result,  the  SBA  issued  a  Certificate  of 
Competency  and  Southern  was  awarded  a  contract  worth  $1.4  million.  The  firm 
increased  their  work  force  by  five  people  and  they  are  currently  performing  the 
contract  ahead  of  schedule. 
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The  Army  now  has  «  second  source  of  supply  for  its  regulators  and,  since 
Soudiem  was  the  low  bidder,  the  generator  regulators  were  purchased  at  a  lower 
piice.  In  this  case,  the  cost  saving  totalled  $64.0  thousand. 

As  you  are  aware,  over  the  past  two  years  the  SBA  has  implemented  a  series  of 
measures  which  have  streamlined  operations  while  dramatically  improving  service  to 
the  small  business  community.   As  part  of  this  streamlining  initiative,  the  SBA's 
Office  of  Procurement  Assistance  was  renamed  the  Office  of  Government  Contracting 
and  combined  with  the  new  Office  of  Minority  Enterprise  Development,  the  Office  of 
Technology,  and  the  Office  of  Size  Standards  to  form  the  new  Office  of  Government 
Contracting  and  Minority  Enterprise  Development. 

In  addition,  the  Office  of  Goveniment  Contracting  has  been  reorganized  by 
replacing  ten  former  regional  offices  with  only  six  Area  Offices.  Economies  of  scale 
as  well  as  increased  use  of  office  automation  have  allowed  a  reduction  in  Government 
Contracting  staff  from  306  enqdoyees  in  fiscal  year  1991  to  243  employees  today. 
This  represents  a  20%  reduction  in  staff,  while  over  the  same  period  the  particq)ation 
of  small,  small  disadvantaged,  and  small  women-owned  businesses  in  the  federal 
procurement  market  has  increased  each  year.    These  improved  results  were  achieved 
in  no  small  part  as  the  result  of  the  activities  of  our  dedicated  cadre  of  SBA 
procurement  professionals. 
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Further,  over  the  past  two  years  significant  progress  has  been  made  toward 
fulfilling  the  objective  of  making  the  SBA  an  agency  that  provides  a  comprehensive, 
integrated  array  of  services  for  the  small  business  community.   There  is  no  question 
that  the  two  most  important  things  every  entrepreneur  is  looking  for  are  financing  and 
sales.   Since  the  Agency's  inception,  it  has  been  involved  in  providing  both  of  these 
valuable  commodities. 

The  Agency's  success  in  providing  improved  access  to  capital  over  the  past  two 
years  is  well  known.   The  SBA's  assistance  in  providing  sales  opportunities  dirough 
the  Government  Contracting  Programs  and  the  Minority  Enterprise  Development 
Program,  better  known  as  the  8(a)  Program,  have  also  achieved  dramatic 
improvements.  By  better  coordinating  internal  SBA  program  areas  with  external  small 
business  programs  at  other  agencies,  a  brighter  future  is  assured  for  small  business. 

An  example  of  the  impact  of  the  SBA's  new  way  of  doing  business  can  be 
found  in  this  year's  goaling  process.  Every  year  the  SBA  negotiates  goals  with  each 
federal  agency  to  enhance  small  business  participation  in  federal  contracts.   Each 
agency  must  establish  annual  goals  for  small,  small  disadvantaged,  and  small  women- 
owned  businesses  for  both  prime  contracts  and  subcontracts.   The  Office  of 
Government  Contracting  takes  the  lead  on  these  negotiations  with  significant  input 
from  the  SBA's  Offices  of  Women's  Business  Ownership  and  Minority  Enterprise 
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Development. 

This  year  account  executives  from  the  Office  of  Government  Contracting  were 
assigned  to  each  of  the  ten  largest  federal  agencies.  These  account  executives  were 
responsible  for  all  components  of  goal  negotiation.   Further,  these  individuals  were 
charged  with  the  responsibility  to  find  new  ways  to  help  other  agencies  set  and  meet 
more  aggressive  goals  with  SBA  assistance  and  to  develop  strategies  for  improving 
small  business  access  to  the  federal  procurement  market  through  the  development  of 
new,  proactive  strategies. 

I  am  delighted  to  report  to  you  that  through  their  efforts,  goals  for  fiscal  year 
1995  in  all  categories  have  increased  over  fiscal  year  1994,  Our  account  executives 
will  continue  to  work  directly  with  their  assigned  agencies  to  ensure  these  goals  are 
met  or  exceeded.   Perhaps  more  important  than  the  goals  themselves,  however,  are 
the  development  of  two  special  initiatives  that  will  have  a  dramatic  effect  on  small 
disadvantaged  businesses  and  small  women-owned  businesses  over  the  coming  year. 

PJMdvanlae«d  BumneM  Initiative 

A  serious  problem  that  has  plagued  the  8(a)  Program  since  its  incq)tioQ  is  the 
concentration  of  contract  awards  to  a  relatively  small  number  of  eligible  businesses 
located  primarily  in  the  Washington,  DC,  area.   This  year,  through  the  goaling 
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process,  a  Memorandum  of  Understandimg  (MOU)  was  negotiated  with  the 
Department  of  Defense  (DOD)  to  expand  DOD's  utilization  of  small  disadvantaged 
businesses,  with  special  emphasis  on  the  utilization  of  firms  in  SBA's  8(a)  portfolio. 
In  particular,  the  MOU  calls  for  DOD  to  attempt  to  award  8(a)  contracts  in  fiscal  year 
1995  to  firms  in  the  Program  that  have  not  yet  received  an  8fa^  contract. 

On  February  2,  1995,  the  Deputy  Secretary  of  Defense  issued  a  memorandum 
to  the  Secretaries  of  the  Air  Force,  Army,  and  Navy,  as  well  as  to  the  Directors  of 
the  Defense  Logistics  Agency  and  other  military  departments,  challenging  them  to 
accomplish  this  initiative.  This  memorandum  represents  the  first  step  in 
implementation  of  the  MOU  and  underscores  DOD's  commitment  to  the  SBA's 
Programs. 

We  are  currently  negotiatiog  similar  agreements  with  the  Veterans 
AdministratioQ,  the  Department  of  Health  and  Human  Services,  the  Dq)artoient  of 
Energy,  and  NASA.    In  each  of  these  agreements,  we  are  stressing  the  need  to  award 
contracts  to  firms  in  the  8(a)  Program  that  have  never  received  a  contract  award. 

On  February  22nd,  we  discussed  this  initiative  at  a  meeting  widi  the  Office  of 
Small  and  Disadvantaged  Business  Utilization  (OSDBU)  Director  of  the  major  federal 
agencies.  As  a  result  of  this  meeting,  we  expect  to  begin  negotiations  on  similar 
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agreements  with  several  more  civilian  agencies  over  the  next  60  days. 

This  uiqirecedeiited  initiative,  vrbich  inclinlei  broad  agreement  acroas  the 
federal  govemmcait  to  address  a  long-standiAg  problem  that  has  had  a  serious  negative 
impact  on  the  amall  disadvantaged  business  community  across  the  Nation,  is  dearly 
the  direct  result  of  the  new  spirit  of  cooperation  and  initiative  tfiat  has  been  instilled 
over  die  past  two  years  at  the  SBA. 

Women-Owned  Buaineas  Procurement  Pilot  Propram 

The  Federal  Acquisition  Streamlining  Act  of  1994  established  a  5% 
government- wide  goal  for  contract  awards  to  small  women-owned  businesses.   Again, 
at  the  SBA  we  are  determined  to  both  establish  aggressive  goals  and  to  develop 
meaningful  initiatives  in  cooperation  with  other  SBA  program  areas  and  other  agencies 
to  ensure  that  these  new  goals  are  achieved.  Establishment  of  the  Women-Owned 
Business  Pilot  Program  is  another  example  of  such  an  initiative. 

Each  of  the  11  federal  agencies  the  SBA  has  identified  to  participate  in  the  Pilot 
has  designated  a  women-owned  business  "advocate"  to  act  as  a  liaison. 
Together,  with  other  resource  partners,  the  SBA  and  these  agencies  are  developing  a 
systematic  approach  to  expand  the  pool  of  women-owned  firms  receiving  federal 
contract  awards.  The  SBA  and  the  liaisons  firom  each  of  the  agencies  provide 
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outreach,  training,  and  marketing  assistance  to  women-owned  businesses.  They  meet 
regularly  to  assess  the  progress  of  the  program,  resolve  problems,  and  develop  new 

initiatives. 

The  SBA  has  prepared  an  analysis  of  the  federal  government's  buying  patterns. 
Tht  pilot  will  use  the  results  of  the  SBA's  analysis  to  determine  the  industry 
categories  and  geographical  areas  which  offer  the  greatest  opportunity  for  increasing 
contract  awards  to  women. 

The  SBA  will  pursue  extensive  outreach  to  alert  women-owned  businesses  to 
the  opportunities  in  federal  prociirement.  The  SBA  plans  to  publish  and  make 
available  a  directory  of  all  goods  and  services  purchased  by  the  federal  government. 
The  SBA  will  also  update  and  distribute  publications  targeted  towards  women  business 
owners. 

The  SBA  and  the  federal  agencies  will  co-sponsor  on-site  procurement 
conferences  at  ra^jor  buying  activities  around  the  country.  Each  conference  will  offer: 

•Training  Seminars 

•Exhibits  by  Women-Owned  Businesses 

•Networking  Opportunities 
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While  tills  is  a  long-tenn  initiative,  we  have  realized  some  immediate  results. 
Six  of  the  firms  that  were  showcased  at  a  recent  federal  govenunent  Women-Owned 
Business  Mini-Marketing  Pair  received  contracts  estimated  at  $21  million. 
Although  the  value  of  these  awards  may  seem  modest  in  comparison  to  the  billions  of 
dollars  that  must  be  funnelled  to  small  women-owned  businesses  if  the  5%  goal  is  to 
be  met.  it  does  demonstrate  that  significant  tangible  results  can  be  achieved  through 
this  type  of  direct  marketing  intervention  by  the  SBA  in  coordination  with  other 
agencies.  Identifying  strategies  that  produce  such  tangible  results  is  particularly 
important  since  there  is  no  specific  mechanism,  like  a  set-aside,  available  to  open 
specific  opportunities  for  women»owned  businesses. 

We  are  confident  that  this  outreach  and  hands-on  marketing  assistance  will  be 
an  enhancement  to  the  ability  of  women-owned  businesses  to  pursue  and  obtain 
competitive  procurement  opportunities. 

In  addition,  Sections  303  and  304  of  the  SBA's  199S  Reauthorization  and 
Amendments  Act  require  that  the  SBA  "shall  promote  the  award  of  manufacturing 
contracts  to  small  business  concerns  that  participate  in  manufacturing  application  and 
education  centers,'  and  'shall  establish  and  carry  out  a  pilot  program... to  provide 
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iiiq>roved  access  to  Federal  contract  opportunities  for  very  small  business  concerns." 

While  there  is  a  clear  mandate  to  establish  new  programs  to  meet  these 
Statutory  provisions,  the  SBA  was  q^ropriated  no  funds  to  support  such  programs. 
We  have,  however,  begun  to  explore  options  for  structuring  these  programs  and 
drafting  proposed  regulations  which  would  allow  us  to  carry  out  the  intent  of  the 
statute  within  the  SBA's  existing  resources. 

I  will  now  provide  a  detailed  description  of  each  Govetiunent  Contracting 
Program. 

Primf.  C!ont^^^tinff 

The  U.  S.  Government  is  the  world's  largest  buyer  of  goods  and  services, 
making  it  a  sought  after  market  for  all  businesses.   The  primary  goal  of  the  prime 
contracting  program  is  to  increase  opportunities  for  small  business  participation  in  the 
federal  government  marketplace.   A  field  staff  of  SS  SBA  employees  called 
Traditional  Procurement  Center  Rqjresentatives  (TPCRs)  are  assigned  to  the  major 
federal  purchasing  offices  in  the  United  States.  They  monitor  over  300  locations 
nationwide. 

The  TPCR's  primary  focus  is  to  increase  the  small  business  share  of  federal 
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contracts  through  the  initiation  of  small  business  set-asides.   A  small  business  set-aside 
reserves  a  purchase  for  competition  among  small  business  concerns.   TPCRs  review 
purchase  requests  initiated  at  their  assigned  purchasing  offices  to  identify 
procurements  ^jpropriate  for  small  business  set-asides.   In  FY  1994,  TPCR  set-aside 
recommendations  resulted  in  contracts  valued  at  $974.2  million  being  awarded  to 
small  business  firms.   Without  the  SBA  intervention  through  our  TPCRs,  most  of 
these  awards  would  have  been  made  to  large  business  concerns. 

Our  1994  achievements  are  demonstrated  by  the  resourcefulness  of  the  TPCR  at 
the  U.  S.  Army  Corps  of  Engineers  in  Tennessee.  The  Corps  needed  to  buy  sheets  of 
mesh  fabric  used  by  the  Army  for  erosion  control  and  planned  to  purchase  them  from 
large  business  concerns.   Believing  that  small  businesses  could  furnish  this  item,  our 
TPCR  surveyed  the  small  business  community  to  locate  small  firms  capable  of 
providing  mesh  fabric.  Six  of  the  19  small  firms  identified  by  the  TPCR  bid  on  the 
contract.  Not  only  was  a  contract  award  valued  at  $40  million  over  five  years  made 
to  a  small  business  concern,  but  award  was  made  at  a  savings  of  $12.8  million  under 
the  Army  estimate. 

TPCRs,  highly-trained  procurement  professionals,  are  also  active  in  counseling 
small  business  firms  on  a  variety  of  subjects-from  help  with  contracting  problems  to 
providing  assistance  in  how  to  do  business  with  the  federal  government.   In  1994, 
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over  15,000  small  finns,  includiiig  women-owrted  and  small  disadvantaged  finns, 
benefitted  from  individual  counseling  assistance  provided  by  PCRs,  and  the  names  of 
over  29,000  firms  were  added  to  purchaaing  office  bidders'  mailing  lists.   In  addition 

to  individual  counseling  sessions.  TPCRs  were  guest  spenken  at  more  tfian  370 
procurement  conferences  designed  to  advise  small  businesses  on  all  facets  of  doing 
business  with  the  federal  government. 

By  providing  the  basic,  personalized  assistance  small  firms  need,  our  SBA 
professionals  have  established  an  outstanding  rqiutadon  with  the  companies  they  have 
helped.   For  example,  Mr.  Steven  Cho,  President,  SC  &  F  Custom  Machine, 
contacted  the  TPCR  at  the  Industrial  Operations  Command,  Rock  Island,  Illinois,  for 
assistance  in  locating  opportunities  for  his  one-man  finn.  The  firm  had  no  federal 
contracts.   As  a  result  of  our  TPCR's  assistance  and  an  SBA  direct  loan,  SC  &  F 
expanded  and  upgraded  its  £ficility,  grew  to  14  enqiloyees  and  received  12  contracts  in 
the  last  three  years. 

Again,  although  each  federal  purchasing  office  has  a  Small  and  Disadvantaged 
Business  Utilization  Specialist  (SADBUS)  to  assist  small  business,  the  SADBUS  is  an 
employee  of  the  purchasing  office.  Only  the  SBA-througfa  its  TPCRs-provides  an 
independent  voice  to  protect  die  rights  of  the  small  business  community  in  the  federal 
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government  contracting  arena. 


The  primary  purpose  of  the  SBA's  Procurement  Breakout  Program  is  to 
advocate  and  increase  fiill  and  open  competition  which  results  in  signiikant  savings  to 
the  federal  government.  In  fiscal  year  1994,  the  Breakout  Program  generated  savings 
to  the  government  of  $166  million,  which  represents  an  increase  of  35%  over  the 
prior  year. 

Since  198S,  this  SEA  program  has  posted  cumulative  savings  to 
the  American  taxpayers  exceeding  $2  billion,  or  enough  to  buy  a  B-2  Stealth  Bomber. 

In  a  typical  procurement  for  major  subsystems  (e.g.,  wings  on  an  aircraft)  and 
spare  parts,  purchases  are  generally  contracted  directly  with  the  overall  system's 
manufacturer.  For  example,  purchasing  o£fice8  are  increasingly  using  a  "total  system" 
method  for  fulfilling  many  procurement  needs.  Hie  SBA  professionals  in  the 
Procurement  Breakout  Program,  called  Breakout  Procurement  Center  Representatives 
(BPCRs),  review  proposed  sole>source  procurements  to  determine  if  any  of  the 
subsystems  or  spare  parts  can  be  "broken  out*,  i.e.,  procured  separately  on  a 
competitive  basis,  while  ensuring  the  integrity  of  the  main  system.   The  competitively 
purchased  subsystems  and/or  spare  parts  are  then  provided  to  the  system's  contractor 
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as  govemment-Ainushed  equipment.  In  almost  all  instances,  increased  competition 
results  in  lower  prices  to  the  government. 

Breakout  savings  are  calculated  by  subtracting  die  conqietitive  price  from 
the  historical/estimated  sole  source  price  using  a  General  Accounting  Office  (GAO) 
approved  methodology.   All  breakout  savings  stay  widi  die  procurement  center  and 
are  used  to  purchase  additional  equipment  or  services. 

Although  the  primary  beneficiary  of  the  Breakout  program  is  the  ta^ayer,  vis- 
a-vis reduced  government  procurement  costs,  the  program  also  greatly  benefits  the 
small  business  community.  Awards  to  small  businesses  as  a  result  of  the  actions  of 
our  BPCRs  continue  to  increase.  Since  FY  1992,  breakout  contract  awards  to  small 
businesses  have  increased  by  more  tiian  74%.  In  FY  1994  alone,  awards  to  small 
businesses  totalled  almost  $72  million.   Also,  in  just  the  last  three  fiscal  years  our 
BPCR  cadre  has  provided  extensive  "hands-on"  counselling  to  more  than  S,000  small 
business  firms  assisting  them  in  matters  such  as  obtaining  tedinical  data  packages 
which  allowed  them  to  compete  successfully  for  government  contracts  and  become 
{^proved  as  ready-sources  for  complex  items. 

BPCRs  are  often  successful  in  "breaking-up"  systems  buys  into  a  size  and  scope 
diat  lend  themselves  to  increased  small  business  participation.   There  are  many 
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example*  of  the  Bxtakout  prograin  benefitting  both  the  goveniment  and  the  small 
business  community.   Our  BPCR  team  at  the  Navy's  Aviation  Supply  Office  (ASO)  In 
Philadelphia,  Pennsylvania,  identified  a  small  business  as  the  actual  producer  of  a 
pitchlock  housing  assembly  for  the  CH-53E  Helicopter.   Our  BPCR  worked  with  the 
firm  and  the  ASO  engineering  personnel  to  ensure  dmely  source  approval.   The 
resultant  contract  was  awarded  to  the  SBA-provided  small  business  source  at  a  savings 
to  the  government  of  more  than  $6.3  million. 

Our  BPCRs  augment,  and  in  many  instances  exceed,  the  competition 
management  effSorts  at  the  purchasing  offices  we  cover,  with  the  dual  effect  of 
increasing  competition  and  enhancing  procurement  opportunities  for  the  small  business 
community. 


Many  small  businesses  find  it  easier  to  do  business  as  a  subcontractor.  The 
SBA's  Subcontracting  Assistance  Program  encourages  large  business  prime  contractors 
to  buy  products  and  services  from  small  businesses.  The  SBA's  Commercial  Market 
Representatives  (CMRs)  perform  reviews  of  the  large  businesses  that  have  federal 
contracts  to  assure  they  are  meeting  their  responsibilities  under  small  business 
subcontracting  laws  and  regulations.   In  addition,  CMRs  help  large  firms  identify 
small  businesses  that  can  provide  desired  products  and  services.  CMRs  also  counsel 
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small  firms  on  how  to  market  tbemadves  to  dw  large  {ffime  contractors. 

Through  the  Subcontracting  Assistance  Program,  the  SBA  works  to  improve 
subcontract  awards  to  all  small  businesses  and  to  assure  diat  they  are  afforded  a  fair 
and  equitable  opportunity  to  compete  for  federal  subcontracts. 

In  FY  1994,  our  CMRs  counseled  6,985  small  businesses;  this  included  2,303 
small  disadvantaged  businesses  and  1,613  women-owned  businesses.  They  reviewed 
1,016  large  prime  contractors  and  provided  them  with  6,363  small  business  sources. 
Of  those  sources  provided,  423  received  purchase  orders  totaling  over  $72.6  million. 

Although  the  purchasing  agencies,  sudi  as  the  Department  of  Defense,  share 
our  interest  in  subcontracting  opportunities  for  small  businesses,  their  emphasis  is 
different.  The  purchasing  agency's  emphasis  is  on  receiving  the  item  purchased, 
while  the  SBA  seeks  to  enhance  small  business  involvement  in  that  item.   The  SBA  is 
the  only  agency  that  focuses  its  attention  in  tfiis  manner  by  acting  as  an  advocate  for 
small  businesses. 

There  are  scores  of  exami^  in  which  a  small  business  beoefitted  from  SBA's 
Subcontracting  Assistance  Program,  such  as:  Imaging  Systems  Technology  of 
Auburn,  New  York;  FEM  Bngine^ing  of  Inglewood,  California;  and  American 
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It  is  also  important  to  note  that  no  other  federal  agency  performs  this  function. 
In  fact,  the  regulations,  policies,  and  procedures  generated  by  die  SBA's  Size 
Determination  Program  are  uaed  not  only  by  the  fiederal  government  but  also  by 
almost  all  state  and  local  municqnlities  aa  the  basis  to  establish  eligibility  for  small 
business  preference  programs.  The  SBA  also  performs  size  detmninations  in 
reference  to  other  federal  agency  specific  programs  in  which  participation  as  a  small 
business  is  questioned. 


PASS  is  a  database  of  small  businesses  with  interest  in  federal  procurement 
opportunities.   PASS  was  established  in  response  to  Section  8(b)  of  the  Small  Business 
Act  which  directs  the  Small  Business  Administration  "to  make  a  complete  inventory  of 
all  productive  facilities  of  small  business  concerns.'   PASS  assists  small  businesses  in 
obtaining  their  fair  share  of  federal  procurement  dollars  and  supports  other  agency 
missions  and  programs  such  as  minority  entnprise,  women's  business  ownership, 
business  development,  international  trade,  and  veterans  afifidrs.  At  present,  PASS 
contains  detailed  information  on  iQ)proximately  220,000  firms,  consisting  of 
capabilities,  ownership  characteristics,  annual  sales,  number  of  employees,  and 
Standard  Industrial  Classification  (SIC)  codes. 


Registration  in  the  PASS  database  is  free  for  small  businesses  and  information 
is  kept  current  through  annual  mailings  to  the  firms  in  the  database.  The  small 
businesses  benefit  from  free  advertising  as  a  result  of  being  listed  in  the  PASS 
database.  It  is  virtually  impossible  to  estimate  the  number  or  dollar  value  of  contracts 
awarded  as  a.  direct  result  of  PASS.   We  do  know  that  more  people  are  using  the 
system  and  that  there  is  no  system  available  with  such  a  comprehensive  database  of 
small,  small  disadvantaged,  and  small  women-owned  businesses. 

As  of  February  1995,  there  were  1,013  federal  procuring  activities  and  prime 
contractors  registered  as  "direct  access  users"  of  PASS.   These  organizations  use 
PASS  to  help  identify  small  business  sources  for  the  goods  and  services  they  need.  Of 
these,  676  (more  than  two  thirds)  are  prime  contractors. 

Many  users  (including  Rockwell  International,  McDonnell  Douglas,  IBM, 
Boeing,  Department  of  Commerce,  EPA,  Region  VI  of  the  Forest  Service,  to  name  a 
few)  use  PASS  e;iclusively  as  a  small  business  vendor  list  in  order  to  comply  with  the 
requirements  of  the  Federal  Acquisition  Regulations  (FAR).  In  fact,  many  large 
prime  contractors  use  the  PASS  application  form  as  their  own  and  simply  put  their 
own  logo  on  it  and  send  to  the  SBA  for  entry  into  the  PASS  database.   NASA- 
Kennedy  Space  Center  announced  that  they  are  discontinuing  the  use  of  their  in-house 
sourcing  system  and  adopting  PASS  as  their  exclusive  source  file  for  small  business. 
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A  new  govemment'wide  vendor  registntioa  database  ia  currently  being 
develc^ied  in  connection  with  the  implementation  of  FACNBT.   Once  in  place  this 
new  system  will  obviate  the  need  for  PASS.   We  are  currently  working  with  the 
FACNET  development  team  to  facilitate  the  transition  from  PASS  to  the  new  vendor 
registration  database. 

Our  PCR  in  North  Carolina  used  PASS  to  identify  a  source  for  a  truck  leasing 
procurement.  That  firm  was  the  low  bidder  and  saved  the  government  $61,000.   In 
another  procurement,  PASS  sources  were  added  to  the  list  for  a  motor  pool  car  wash 
system.   Despite  the  fact  that  the  purchase  was  widely  advertised,  the  only  firms 
which  submitted  bids  were  the  firms  identified  through  PASS.  The  resultant  award 
saved  $8,000  compared  to  the  government's  estimate. 


Natural  RewwQMJSslciL 

Although  the  SBA  is  better  known  for  the  loan  programs  and  procurement 
assistance,  there  is  an  esoteric  program  that  contributes  greatly  to  the  growth  and 
backbone  of  this  Nation. 

These  program,  known  as  the  'tunber  program,*  and  the  'tree  program'  are 
the  main  parts  of  the  Natural  Resources  Sales  Assistance  Program.   They  aid  and 
assist  small  business  in  obtaining  its  fair  share  of  federal  property  offered  for  sale  or 
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disposal.   While  the  SBA's  efforts  have  been  concentrated  on  the  sales  of  federal 
timber  and  related  forest  products,  sales  of  strategic  material  from  the  national 
stockpile,  sales  of  royalty  oil,  leases  involving  rights  to  minerals,  coal  and  oil  are  all 
made  available  to  small  businesses. 

Due  to  a  number  of  environmental  concerns,  the  amount  of  timber  available  for 
sale  and  harvest  has  been  drastically  reduced.  In  fiscal  year  1988,  the  federal 
government  sold  9.S  billion  board  feet  and  small  business  purchased  S.9  billion  board 
feet  at  $942  million.   In  fiscal  year  1993  small  business  was  awarded  over  1,600 
individual  federal  timber  sales,  which  is  60%  of  the  total  number  of  sales  awarded, 
with  small  business  purchasing  approximately  1.4  billion  board  feet  valued  at  $459 
million. 

Small  business  sawmills  do  not  have  the  forest  land  and  timber  base  to  suj^ly 
the  raw  materials  necessary  to  manufacture  the  lumber  products  demanded  by  our 
Nation.  Large  business  does  have  an  extensive  land  and  timber  base,  but  uses  federal 
timber  as  a  supplement.  However,  small  business  is  an  integral  part  of  the  forest 
industry  and  without  the  timber  set-aside  program,  small  business  would  not  be  able  to 
compete  against  large  business. 

Currently,  Uie  timber  program  has  only  four  Industrial  Specialists  monitoring 
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ISS  Dational  forests,  all  Bureau  of  Land  Management  lands,  all  of  the  Cotps  of 
Engineers  lands,  all  military  reservations,  aD  national  wildlife  refuges  and  other 
Federal  agencies  that  sell  forest  products. 

In  July  of  1993  President  Clinton  initiated  the  Pacific  Northwest  Forest 
Initiative  in  Washington,  Oregon,  and  California.  In  this  plan,  the  President 
committed  $1.2  billion  over  the  next  five  years  to  &e  economic  revitalization  for 
timber  dependent  communities,  tfarou^  community  and  worker  assistance  programs. 
The  President  also  directed  his  cabinet  to  identify  and  implement  the  best  ways  to 
strengthen  small  business  and  secondary  manufacturing  in  the  wood  products  industry, 
including  a  review  of  increasing  die  supply  of  federal  timber  set  aside  for  small 
businesses  and  possible  preferences  for  bidders  who  contract  for  secondary  processing. 

To  implement  the  economic  adjustment  and  community  assistance  initiatives  of 
the  President's  plan,  the  Admimstrator  of  the  SBA  signed  a  Memorandum  of 
Understanding  with  ten  other  agencies  which  established  a  Multi-Agency  Command 
(MAC),  a  Regional  Community  Economic  Revitalization  Team  (RCERT)  and  State 
Community  Economic  Revitalization  Teams  (SCERTS).   On  each  of  these  levels  the 
SBA  is  represented  and  has  actively  particqMted  in  providing  assistance  to  small 
businesses.   The  SBA,  through  existing  programs,  has  provided  loans,  training,  and 
funds  have  been  made  available  to  restore  the  infrastructure  of  the  cities  and  towns. 
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In  addition,  I  would  like  to  mention  other  SBA  programs  that  have  a  natural 
connection  to  our  Government  Contracting  Programs. 


The  Office  of  Technology  primarily  administers  two  major  programs:  the 
Small  Business  Innovation  Research  Program  (SBIR)  and  the  Small  Business 
Technology  Transfer  Program  (STTR). 

SBIR  is  a  highly  competitive  program  that  encourages  small  businesses  to 
ejqjlore  their  technological  potential  and  provides  the  incentive  to  profit  from  their 
commercialization.  By  including  qualified  small  businesses  in  the  Nation's  R&D 
arena,  hi-tech  innovation  is  stimulated  and  the  United  States  gains  entrepreneurial 
spirit  as  it  meets  its  specific  research  and  development  needs. 

Since  program  inception  in  fiscal  year  1983,  the  SBIR  program  has  grown  as 
required  by  law  from  $44.5  million  to  over  $700  million  in  fiscal  year  1994.  When 
the  law  is  fully  implemented  in  fiscal  year  1997  and  through  fiscal  year  2000,  small 
businesses  will  receive  an  anticipated  $1 .0  billion  share  of  research  and  development 
contracts. 
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STTR  is  a  program  ninilar  to  SBIR  in  its  objectives  and  many  of  its  operating 
methods.   The  STTR  program  brings  together  both  small  businesses  and  non-proiit 
research  institutions  to  jointly  develop  high  technology  innovations.   The  program  was 
legislated  as  a  3-year  pilot  in  1992.   In  fiscal  year  1994,  the  first  full  year  of 
operation,  $18.0  million  was  awarded  in  R&D  contracts  and  grants. 


A  major  problem  facing  small  businesses,  particularly  contractors  in  the 
constrxiction  trades,  is  an  inability  to  obtain  bonding  for  their  first  job  or  to  obtain 
bonding  at  an  increased  level  in  order  to  take  on  a  job  larger  than  they  have  handled 
in  the  past.  The  SBA  Surety  Bond  Guarantee  Program  makes  it  possible  for  deserving 
small  businesses  to  obtain  surety  bonds  not  otherwise  available  to  them  from  standard 
surety  markets.  It  provides  eligible  contractors  with  the  added  bonding  strength  that 
sureties  look  for:   an  SBA  guarantee. 

The  SBA  cannot  write  a  bond.  We  must  participate  with  surety  companies. 
The  contractor  applies  for  a  bond  with  an  agent  who  represents  the  surety  company. 
The  agency  guarantees  to  a  qualified  surety,  up  to  90%  of  losses  incurred  under  bid, 
payment,  performance  or  ancillary  bonds  if  the  contractor  breaches  the  contract  terms. 
A  participating  surety  most  be  listed  with  the  U.  S.  Treasury  as  eligible  to  issue  bonds 
in  connection  with  federal  procurement  contracts.  The  contract  amount  cannot  exceed 
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Electronic  C^nyiv>rK/l^tcrfrff«if,  rHa  ^''^IffiK^^PP' 

A  provision  of  the  Federal  Acquisition  Streamlining  Act  of  1994  links  an 
increase  in  the  Simplified  Acquisition  Threshold  to  the  implementation  of  a  Federal 
Acquisition  Computer  Network  (FACNET).   Implementation  of  FACNET  will  have 
very  significant  implications  for  the  smaU  business  community.   This  is  particularly 
true  since  initial  implementation  will  involve  procurement  actions  under  the  Simplified 
Acquisition  Threshold  which  are  reserved  by  statute  for  exclusive  smaU  business 
participation. 

The  Office  of  Federal  Procurement  Policy  is  coordinating  a  government-wide 
mandate  to  complete  implementation  of  FACNET  by  fiscal  year  1997.   Most  federal 
agencies  already  have  at  least  some  limited  capability  to  solicit  offers  and  award 
contracts  using  Electronic  Commerce. 

It  is  very  important  that  the  small  business  community  receive  training  and 
access  to  other  information  regarding  the  EC/EDI  initiative.   The  SBA  has  taken  the 
lead  on  this  aspect  of  the  project  through  the  Office  of  Business  Initiatives.   The 
Office  of  Government  Contracting  is  working  closely  with  the  Office  of  Business 
Initiatives  to  ensure  that  our  constituency  receives  adequate  information  on  this  project 


145 


in  a  dmely  manner. 

In  closing,  Madam  Chairman,  I  urge  you  to  consider  that  the  SBA  exists 
primarily  because  small  businesses  don't  have  the  clout  that  big  businesses  have.   The 
SBA's  Oovemment  Contracting  Programs  are  the  voice  for  small  businesses  who  were 
once  shut  out  of  federal  procurement  markets.   The  formidable  task  of  streamlining 
and  simplifying  the  federal  procurement  process,  while  supporting  and  protecting  the 
interests  of  small,  small  disadvantaged  and  small  women-owned  businesses,  points  to  a 
need  for  the  continuation  and  strengthening  of  Oovemment  Contracting  Programs. 

Iliank  you  for  the  opportunity  to  testify  today.  I  would  be  glad  to  answer  any 
questions  you  may  have. 
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The  Small  Business  Legislative  Council  (SBLC)  is  a  petmanent,  independent 
coalition  of  91  trade  and  professional  associations  that  share  a  common  commitment  to 
the  future  of  small  business.  Our  members  represent  the  interests  of  small  businesses 
in  such  diverse  economic  sectors  as  manufacturing,  retailing,  distribution,  professional 
and  technical  services,  construction,  transportation  and  agriculture. 

Many  of  the  small  businesses  represented  by  SBLC  do  business  with  the  federal 
government,  either  as  prime  contractors  or  subcontractors.  The  others  are,  of  course, 
taxpayers.  Thus,  all  SBLC  members  have  a  strong  interest  in  assuring  that  the  federal 
government  recognizes  the  right  of  small  businesses  to  have  a  fair  opportunity  to 
participate  in  the  contracts  offered  by  government. 

We  talk  constantly  about  how  much  small  business  contributes  to  the  national 
economic  well-being.  In  essence,  their  contribution  to  the  tax  base  of  the  nation  confers 
a  right  to  fairly  participate  in  the  business  opportunities  presented  by  these  contracts. 

Goals  for  Small  Business  Participation 

Congress  frequently  establishes  performance  goals  for  the  Executive  agencies 
and  measures  their  performance.  This  has  included  setting  performance  measures  for 
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the  government  as  a  whole  and  individual  agencies  with  regard  to  small  business 
participation  in  government  contracting  opportunities,  as  prime  contractors  and 
subcontractors.  In  1988,  Congress  statutorily  established  a  20  percent  government- 
wide  goal  for  small  business  participation.  Under  the  authority  of  the  Small  Business 
Act,  SBA  annually  negotiates  aggressive  but  attainable  goals  for  each  of  the  individual 
procuring  agencies.  This  statutory  goaling  process  will  not  be  effective  unless  it  is 
supported  by  Congressional  oversight.  Such  oversight  must  look  not  only  to  broad 
attainment  of  the  government-wide  goal,  but  also  performance  by  individual  agencies. 

Notice  of  Contracting  Opportunities 

The  Small  Business  Act  contains  numerous  provisions  to  foster  access  to 
contracting  opportunities.  We  note  the  requirements  for  advance  notice  of  contracting 
opportunities  and  adequate  time  for  small  firms  to  respond  to  such  government 
contracting  opportunities.  One  of  our  consistent  concerns  with  the  recent  procurement 
reform  legislation,  the  "Federal  Acquisition  Streamlining  Act  of  1994"  (FASA),  was  its 
elimination  of  these  statutorily-guaranteed  times.  Under  FASA,  firms  are  no  longer 
guaranteed  adequate  times  to  become  aware  of  and  to  prepare  a  responsive  offer  to 
the  government  with  respect  to  contract  opportunities  of  $100,000  or  less,  so-called 
Simplified  Acquisitions  (what  used  to  be  called  "small  purchases,"  until  the  threshold 
was  raised  from  $25,000  to  $100,000  by  FASA).  Similarly,  these  statutorily-mandated 
response  times  were  eliminated  for  commercial  items,  which  are  defined  broadly  and 
include  related  services. 


153 


Under  the  law  enacted  in  1984,  contracting  opportunities  above  the  small 
purchase  threshold  had  to  t>e  announced  in  the  Commerce  Business  Daily,  not  less 
than  1 5  days  before  release  of  the  solicitation.  Firms  were  then  assured  at  least  30 
days  to  fashion  their  offer.  45  days  for  more  complex  research  and  development  (R&D) 
contracts.  FASA  eliminated  these  statutory  protections  and  left  these  key  time  limits, 
essential  to  fair  access,  to  the  procurement  regulation  writers. 

We  urge  the  Committee  in  subsequent  hearings,  at  an  appropriate  time,  to 
review  these  and  other  elements  of  the  regulatory  implementation  of  FASA  in  concert 
with  the  small  business  community. 

Small  Business  "Set-Asfdes" 

The  Small  Business  Act  also  creates  the  opportunity  for  competitions  restricted 
to  small  business  concerns.  These  are  frequently,  but  somewhat  pejoratively  referred  to 
as  "small  business  set-asides."  We  would  reiterate  that  they  are  more  accurately 
described  as  competitions  limited  to  similar-sized  companies. 

Throughout  the  Committee's  deliberations  of  so-called  set-asides,  we  urge  that 
you  keep  in  mind  some  fundamental  protections.  First,  the  contracting  officer  is 
responsible  for  making  the  initial  determination  of  whether  the  apparent  contractor  is 
capable  of  performing  the  requirements  defined  in  the  government's  solicitation  of 
offers.  Such  a  determination  of  the  contractor's  "responsibility"  encompasses  the  full 
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range  of  the  contractor's  capacities  to  perform  as  well  as  the  finn's  demonstrated 
business  tenacity  in  the  performance  of  past  contracts.  The  contracting  officer's 
responsibility  to  make  such  a  determination  applies  equally  whether  the  contractor  is 
selected  as  a  result  of  open  competition  or  a  sole  source  negotiation. 

Next,  a  contracting  officer  is  responsible  for  detennining  the  reasonableness  of 
the  offered  price.  By  law  and  regulation,  contract  award  cannot  be  made  unless  the 
offered  price  is  determined  to  be  a  fair  and  reasonable  price  or  a  fair  market  price. 

Such  basic  issues  as  capability  of  performance  and  the  reasonableness  of  the 
price  being  offered  apply  across  the  board  within  the  procurement  system.  They  apply 
if  the  competition  is  restricted  only  to  small  businesses.  They  apply  if  the  competition  is 
restricted  to  so-called  disadvantaged  small  businesses.  They  apply  if  the  contract  is  to 
be  awarded  on  a  non-competitive  basis  pursuant  to  Section  8(a)  of  the  Small  Business 
Act.  And  they  apply  equally  to  the  sole  source  award  of  the  largest  major  systems 
contract  because  the  contracting  officer  determined  that  only  that  firm  can  meet  the 
government's  requirement. 

The  responsibilities  and  analytical  techniques  used  by  the  contracting  officer 
apply  equally  in  each  of  these  circumstances.  Small  business  and  small  disadvantaged 
businesses  are  not  held  to  lesser  standards. 
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As  the  Committee  undertakes  its  assessment  of  the  various  procurement 
assistance  programs  authorized  by  the  Small  Business  Act  or  other  legislation,  it  is 
important  that  these  common  standards  be  kept  firmly  in  mind.  Those  opposed  to 
competitions  restricted  to  small  business  and  other  limited  competitions  will  try  to 
suggest  that  they  do  not  commonly  apply. 

Certificate  of  Competency  Program 

The  Small  Business  Act  goes  further  and  addresses  the  reality  of  the  business 
environment  in  which  small  firms  must  operate.  Contracting  officers  by  training  and 
experience,  are  risk  averse.  Unfortunately,  too  frequently  contracting  officers  reflect  the 
erroneous  perception  that  small  firms  are  more  risky  and  less  capable  than  their  larger 
brethren.  Obviously,  we  do  not  ascribe  to  this  view.  On  the  contrary,  small  firms 
frequently  can  be  more  technologically  innovative,  managerially  nimble,  and  more  cost 
effective  than  larger  firms. 

One  of  the  most  valuable  checks  upon  this  inappropriate  risk-averse  behavior  by 
the  contracting  officer  community  is  SBA's  Certificate  of  Competency  (CoC)  Program, 
authorized  by  the  Small  Business  Act.  Under  the  CoC  Program,  a  small  business 
concern  which  has  been  otherwise  designated  the  awardee  of  the  contract,  but  has 
been  found  "nonresponsible"  (i.e.,  that  is  incapable  of  performing  the  contract)  by  the 
contracting  officer  has  right  to  have  the  adverse  decision  referred  to  the  Small 
Business  Administration  for  review. 
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It  is  important  to  recognize  that  contrary  to  the  prevailing  mythology  which  is 
continually  expressed  by  the  contracting  officer  community,  SBA's  CoC  program  should 
not  be  characterized  as  "second  guessing'  the  contracting  officer's  decision  by  SBA.  In 
a  1985  report  conducted  for  the  Senate  Small  Business  Committee,  the  General 
Accounting  Office  (GAO)  determined  that  the  CoC  Program  provides  a  small  business 
concern,  determined  to  be  "nonresponsible*  (or  incapable  of  performing  the  contract), 
with  information  regarding  the  specific  deficiencies  upon  which  the  contracting  officer 
made  such  a  determination.  Upon  being  informed  of  these  deficiencies,  one  of  two 
things  generally  occurred.  First,  essential  agreement  by  the  small  business  concern,  in 
which  case  further  action  regarding  the  CoC  Program  appeal  was  suspended.  Or, 
second,  the  contractor  took  appropriate  remedial  action  to  correct  the  deficiency  prior 
to  the  award  of  the  contract. 

Witnesses  before  this  Committee  from  the  contracting  officer  community  have 
decried  the  interference  represented  by  the  SBA  CoC  Program.  We  believe  the  facts, 
as  stated  in  the  GAO  report,  reject  those  assertions.  We  think  it  is  noteworthy  to  the 
Committee  that  current  procurement  regulations  deny  a  small  firm  access  to  the  very 
specific  reasons  that  underscore  a  contracting  officer's  determination  of 
"nonresponsibility."  In  many  cases,  the  SBA  CoC  process  has  provided  access  to  that 
information,  permitting,  as  noted  above,  either  appropriate  corrective  action  or  an 
acceptance  of  the  factual  basis  underlining  the  contracting  officer's  decisions,  which 
remained  unascertained  until  access  to  the  CoC  program  was  afforded. 
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It  is  clear  that  access  to  the  SBA  CoC  Program  provides  a  deterrent  to  cavalier 
treatment  of  small  fimis  at  the  hands  of  the  some  contracting  officers. 

As  we  embark  on  the  next  round  of  so-called  procurement  reform,  this 
Committee  can  reasonably  expect  the  perennial  attempt  to  undercut  the  CoC  Program. 
Before  giving  too  much  credence  to  the  loud  protestations  of  the  contracting  officer 
community  about  the  adverse  impacts  of  the  program,  we  would  ask  the  committee 
simply  to  review  the  statistics.  Approximately  3000  refen-als  to  the  SBA  result  in 
approximately  300  issuances  of  Certificates  of  Competency  annually.  This  is  hardly  a 
show  stopping  impediment  to  a  procurement  system  which  has  exceeded  20  million 
procurement  actions  during  recent  years. 

We  would  add  that  in  1992,  SBA  revised  its  CoC  regulations  to  address  one  of 
the  most  persistent  criticisms  of  the  program  -  that  its  decisions  represented  baseless 
"second  guessing"  of  an  agency's  decision.  Under  the  revised  regulations,  SBA  is  now 
required  to  provide  an  explanation  of  its  findings,  to  support  the  issuance  of  the 
Certificate  of  Competency. 

Procurement  Center  Representatives 

SBA  has  other  programs  that  provide  direct  help  to  small  firms  seeking  to 
participate  as  prime  contractors  to  the  government.  The  Procurement  Center 
Representative  (PCR)  program  provides  valuable  assistance  to  small  firms.  The  PCR 
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frequently  is  the  point  of  entry  and  the  knowledgeable  point  of  refen-a!  for  small  firnis 
initiating  a  marketing  effort  to  the  government.  PCR's  are  located  at  many  major 
procurement  centers,  while  others  "ride  circuit'  among  smaller  procurement  activities 
within  a  region  or  throughout  a  state. 

During  the  early  1980's,  at  the  height  of  the  scandals  relating  to  over-priced  and 
noncompetitive  spare  parts  procurements,  particularly  at  the  Department  of  Defense, 
the  Congress  created  the  "Break-Out"  Procurement  Center  Representative  Program. 
Stationed  at  the  largest  buying  centers  for  spare  parts,  break-out  PCR's  are 
responsible  for  identifying  sole  source  procurements,  bridging  the  obstacles  to 
competition,  and  identifying  small  firms  to  compete  for  the  contract  opportunities.  Many 
break-out  PCR's.  working  with  the  buying  centers,  have  become  very  adept  at 
providing  capable  small  finns  with  the  access  to  the  technical  data  packages  necessary 
for  them  to  participate  in  the  government  marketplace.  As  was  demonstrated  during  the 
spare  parts  horror  stories,  access  to  accurate  and  complete  technical  data  packages  is 
one  of  the  most  persistent  obstacles  to  small  firm  participation. 

The  Break-out  Procurement  Center  Representative  Program  has  been  a 
substantial  success.  As  documented  in  annual  reports  to  the  Congress,  the  Program 
has  saved  tens  of  millions  of  dollars  for  the  taxpayers  and  provided  business 
opportunities  for  capable  small  firms  that  were  previously  foreclosed. 
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Surety  Bond  Guarantee  Program 

One  of  the  most  persistent  obstacles  to  prime  contract  participation  by  small 
firnis  in  the  construction  industry  is  access  to  adequate  surety  bonding.  While  the  SBA 
organizationally  identifies  its  surety  bond  guarantee  program  as  a  finance  program, 
those  of  us  on  the  consumer  end  of  the  SBA's  programs  can  assure  you  that  it  is 
recognized  as  a  vital  procurement  assistance  program. 

Under  the  Surety  Bond  Guarantee  Program,  SBA  helps  small  firms  obtain  bid, 
performance  and  payment  bonds  from  corporate  surety  bonding  companies  by 
providing  a  guarantee.  Access  to  such  surety  bonds  is  essential  since  the  federal  Miller 
Act  and  similar  statutes  at  the  state  and  local  levels  require  access  to  surety  bonding 
for  a  firm  to  be  able  to  even  bid  on  construction  contracts.  It  should  be  noted  that  the 
program  assistance  extends  to  commercial  contracts  because,  with  increasing 
frequency,  commercial  purchasers  of  construction  services  require  bidders  to  provide 
bonds. 

Congress  took  the  step  of  in  FASA  of  increasing  the  threshold  of  the  Miller  Act 
from  its  cun-ent  threshold  of  $25,000  to  the  Simplified  Acquisition  Threshold  of 
$100,000.  At  the  same  time,  the  statute  required  that  the  implementing  regulations 
include  alternative  methods  of  payment  protections  for  subcontractor  and  suppliers. 
Again,  we  note  that  the  regulatory  implementation  will  be  vital  to  the  effectiveness  of 
this  statutory  advance. 
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In  addition  to  its  direct  benefits  of  allowing  an  increased  number  of  small 
businesses  to  participate  in  federal  construction  opportunities,  the  Miller  Act  threshold 
increase  presents  a  great  opportunity  for  this  Committee  to  expand  the  reach  of  the 
benefits  provided  by  SBA's  Surety  Bond  Guarantee  Program.  Currently,  approximately 
50  percent  of  the  guaranteed  bonds  issued  by  SBA  are  valued  at  $100,000  or  less. 
Because  FASA  eliminates  the  demand  for  many  of  these  smaller  bonds,  the  agency  will 
have  resources  available  to  meet  the  bonding  needs  of  small  firms  on  larger  contracts. 

Currently,  the  Surety  Bond  Guarantee  Program  has  a  maximum  contract  size 
limit  of  $1.25  million.  This  threshold  was  established  almost  a  decade  ago  in  1986.  It 
has  remained  unchanged  principally  on  the  basis  that  any  increase  would  simply  result 
in  an  exhaustion  of  the  funding  available  to  the  program.  We  t>elieve  the  change  in  the 
Miller  Act  threshold  will  allow  this  Committee  to  increase  the  maximum  bond  that  can 
be  guaranteed  under  the  Surety  Bond  Guarantee  Program  without  any  increase  in  its 
funding  requirement. 

The  Surety  Bond  Guarantee  Program  was  improved  in  1988  with  the 
authorization  of  a  pilot  Prefered  Surety  Bond  Guarantee  Program.  This  Program,  while 
getting  off  to  a  somewhat  slow  start  because  of  its  regulatory  implementation,  has  now 
had  almost  four  full  years  of  experience.  The  Program  is  slated  to  expire  on  Sept.  30  of 
this  year.  We  urge  the  Committee  to  review  the  Program  and  consider  its  extension. 
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Finally,  we  call  the  Committee's  attention  to  the  fact  that  SBA  has  consistently 
been  able  to  increase  the  Surety  Bond  Guarantee  Program's  overall  maximum 
guarantee  limit  while  at  the  same  time  decreasing  its  cost,  through  effective 
management  and  minimal  losses.  For  example,  in  FY96,  the  Program  is  authorized  to 
provide  almost  $1.8  billion  in  bonding  assistance,  while  requiring  an  appropriation  of 
approximately  $6  million,  an  enomious  amount  of  leverage. 

Contract  Bundling 

Another  matter  of  concern  to  the  small  business  community  is  so-called  "contract 
bundling."  Contract  bundling  is  the  aggregation  or  pooling  together  of  larger  and  larger 
contract  requirements  under  a  single  contract  vehicle.  Agencies  are  engaging  in  this 
practice  in  order  to  minimize  the  number  of  contract  solicitation  actions  and  contract 
administrations  in  the  face  of  an  ever-decreasing  federal  procurement  workforce.  The 
result  is  an  increasing  number  of  contracting  opportunities  which  are  simply  out  of  the 
reach  of  small  firms. 

FASA.  with  its  encouragement  of  so-called  requirements  type  contracts,  or  task 
and  delivery  order  contracts,  will  only  accelerate  the  contract  bundling  problem.  Again, 
the  exact  parameters  of  the  impact  of  FASA  will  remain  unknown  until  the  implementing 
regulations  for  these  provisions  are  published. 
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The  concern  of  the  small  business  community  about  the  effect  of  contracting 
bundling  cannot  be  overemphasized.  During  the  last  few  years,  this  Committee  has 
held  numerous  oversight  hearings  on  the  issue.  SBA  has  been  legislatively  directed  to 
undertake  studies.  While  the  problem  has  been  identified,  solutions  have  proved 
illusive. 

So,  if  we  are  to  be  confronted  with  increasingly  large  numbers  of  diverse  prime 
contracts,  we  must  assure  that  small  businesses  can  participate  in  the  next  level  of  the 
market  -  that  is,  the  subcontracting  market. 

Subcontracting  Plans 

in  1978,  this  Committee  spearheaded  legislation  which  created  a  statutory 
requirement  for  prime  contractors  to  establish  subcontracting  plans  for  the  participation 
of  small  business  concerns  generally  and  small  business  concerns  owned  and 
controlled  by  socially  and  economically  disadvantaged  individuals.  FASA  extended  the 
program  to  women-owned  firms. 

Unfortunately,  opponents  of  the  program  too  frequently  focus  on  subcontracting 
plans  for  small  disadvantaged  businesses,  while  overlooking  the  overall  benefit  of 
providing  small  business  concerns  of  all  types  access  to  the  subcontracting  market. 
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Under  current  law,  a  major  contractor  winning  a  contract  opportunity  of  $500,000 
or  more  (or  $1  million  in  the  case  of  construction)  is  required  to  negotiate  a 
subcontracting  plan  with  the  agency's  contracting  officer.  It  is  important  to  note  that  this 
requirement  goes  into  effect  only  with  respect  to  a  firm  that  has  already  been  selected 
for  award. 

For  some  time,  the  small  business  community,  and  all  of  its  elements,  has  urged 
that  the  use  of  small  business  concerns  as  subcontractors  and  suppliers  be  made  a 
part  of  the  prime  contractor's  selection  process.  We  firmly  believe  that  if  major  firms 
competing  for  prime  contracts  are  also  required  to  compete  with  respect  to  the  amount 
of  their  small  business  participation,  we  will  be  able  to  harness  the  government's 
procurement  process  to  more  effectively  advance  the  potential  for  small  business 
participation  at  the  time  when  major  firms  are  most  attentive  to  incentives  -  when  they 
are  seeking  to  win  a  contract,  rather  than  under  the  cun-ent  system  of  negotiating  goals 
after  they  have  already  won  the  contract. 

Again,  this  suggestion  is  too  frequently  put  in  the  context  exclusively  of 
advancing  minority  business  development,  when  in  fact  it  would  be  equally,  if  not  more 
applicable,  in  the  general  area  of  assuring  small  business  participation  in  the  ever- 
growing market  of  subcontracting. 
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Small  and  Disadvantaged  Business  Utilization  Specialists 

The  Committee  also  must  recognize  the  small  and  disadvantaged  business 
utilization  specialists  in  the  various  agencies  who  are  authorized  by  Section  15  of  the 
Small  Business  Act.  While  these  small  business  advocates  are  employees  of  the 
procuring  agencies,  they  are  truly  part  of  the  small  business  advocacy  team.  They 
compliment  and,  in  some  cases,  reinforce  the  support  provided  by  SBA's  own 
personnel  because,  quite  simply,  they  are  more  numerous  and  in  more  locations  than 
SBA  can  ever  hope  to  reach. 

In  this  committee's  deliberations,  the  potential  for  cooperation  and  reinforcement 
of  these  two  groups  of  advocates  for  small  business  must  not  be  overlooked.  In  fact,  we 
believe  it  should  be  reinforced.  Some  will  tell  you  that  they  are  duplicative  and 
unnecessary.  We  would  assert  most  emphatically  that  they  have  a  synergistic  role  that 
results  in  small  business  participation  and  the  accrued  benefits  of  innovation,  reduced 
prices  and  competition  that  far  outweigh  the  minimal  costs  of  supporting  these  two 
groups  of  small  business  advocates. 

The  Bigger  Picture 

While  we  have  talked  about  those  programs  which  provide  direct  assistance  to 
individual  prospective  small  business  government  contractors,  we  cannot  lose  sight  of 
the  bigger  picture.  In  this  regard,  we  would  emphasize  the  role  of  the  Chief  Counsel  for 
Advocacy  and  SBA's  Office  of  Government  Contracts  with  regard  to  both  the 
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formulation  of  broad  procurement  policy  as  well  as  the  formulation  of  specific  regulatory 
proposals. 

In  the  past,  the  procurement  community  has  tended  to  exclude  SBA,  and 
especially  the  Office  of  Procurement  Assistance,  now  called  Government  Contracts,  as 
a  full  participant  in  the  formulation  of  policy  and  regulatory  proposals.  Similarly,  the 
Chief  Counsel  for  Advocacy  with  its  broad  mission  of  monitoring  and  influencing  the 
government's  regulatory  processes  has  had  to  work  exceptionally  hard  to  keep  a  place 
at  the  policymaking  table. 

For  reasons  we  cannot  fathom,  some  members  of  the  President's  team  seem  to 
hold  the  small  business  community  in  disdain  and  as  unworthy  participants  in  the 
federal  procurement  process.  We  believe  that  the  Associate  Administrator  for 
Government  Contracts  Robert  Neal  and  the  Chief  Counsel  for  Advocacy  Jere  Glover 
have  played  an  exceptionally  activist  and  influential  role  in  trying  to  impact  the 
implementation  of  FASA  before  representatives  of  the  Administration  and  the  career 
procurement  bureaucracy.  They  are  continuing  their  efforts  to  make  FASA's 
implementing  regulations  less  hostile  to  small  businesses  seeking  to  compete  for  the 
contracts  they  help  fund.  We  urge  this  Committee  to  support  their  efforts  to  shape 
FASA's  implementing  regulations  and  future  legislative  proposals  that  are  less  hostile 
to  the  small  business  community. 
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Conclusion 

This  Committee  has  emt)arked  upon  an  aggressive  oversight  initiative  with  its 
initial  focus  Iseing  on  the  programs  of  the  Small  Business  Administration.  A  number  of 
these  programs,  particularly  the  Surety  Bond  Guarantee  Program,  are  worthy  of 
independent  review  at  either  full  Committee  or  the  Subcommittee  level. 

Similarly,  the  Committee  must  embark  upon  the  oversight  of  the  Small  Business 
Act's  requirements  regarding  smalt  business  participation  as  prime  contractors  and 
subcontractors.  Specifically,  we  can  expect  a  significant  debate  regarding  the  manner 
in  which  subcontract  participation  will  t>e  afforded  and  measured.  Specifically,  the 
prevailing  contract-by-contract  method  of  measuring  small  business  subcontract 
performance  is  being  challenged  and  efforts  are  underway  to  shift  to  a  broader 
company-wide  form  of  oversight  of  small  business  subcontract  participation. 

SBLC  urges  the  committee  to  assi^B  that  any  such  program  includes 
performance  measurement  techniques  that  evaluate  both  the  amount  of  subcontracting 
available  and  the  quality  of  those  subcontracting  opportunities. 
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TESTIMONY  OF  DONA  O^BANNON 

ONUHHALi-OF 

TIIE  NATIONAL  ASSOCIATION  OF  WOMEN  BUSINESS  OWNERS 

BEFORE  THE 

SMALL  BUSINESS  COMMITTEE 

US.  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C 

MARai2,1995 

Madam  Chair  and  Committee  Members: 

It  is  a  pleasure  for  me  to  be  here  today  to  address  the  Committee  on  one       of  tlie 
most  important  concerns  facing  flic  women's      business  conununity  -  the  barriers 
fadng  women  business  owners    lo  the  fedtoal  procurement  market  -  and  how  Ihe 
SBA  has  helped  changed  this  situaticm. 

I  am  Dona  O'Bannon,  President  of  O'Bannon  &  Coii^>any,        a  public  affairs 
consulting  firm  in    Washington,  D.C.  I  have  been  in  business  since  1974.  From  1977 
through  1980,  I  was  President  of  the  National  Association  of      Women  Business 
Owners    ("NAWBO").    NAWBO   represents        women    business    owners    in    all 
industries.    Providing  women  business  owners  witfi  the  opportunity  to  fairly 
compete  for  federal  government  conlrads  is  one  of  NAWBO's  primary  missions. 
Since  it  was  founded  in    1 974,  NAWBO  has  advocated  for  equal  access  to  the  federal 
procurement  market  for    women  business  owners  of  all  races.  In  particular,  it  has 
been  a  leader  in  helping  achieve  the  following  for  women  business  owners: 

1.  Executive  Order  12138  creating  the  National  Women's  Business  Enterprise 
policy  signed  by  President  Carter; 

2.  establishment  of  the  Inter-Agency  Tadc  Force  on  Women       Business  Owners, 
one  of  the  first  to  review  federal  contracting  opportunities  for  women-owned  firms; 

3.  establishment  of  the  SBA  Office  of  Women's  Business  Ownership,  which 
has  originated  numerous  innovative  programs        to  encourage  women  business 
owners  to  contract  with  the  government; 
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4.  passage  of  H.R.  5050  which  established    the  National  Women's  Business 
Council,  on  which  NAWBO  now  has  a  seat; 

5.  enactment  of  the  5%     goals  in  the  Federal  Acquisition  Streamlining  Act 
("h'ASA").  Madam  Chair,  you  and  many  other  members  of  this         Committee  were 
instrumental  in  the  passage  of     this  important  legislation  last  year  for  which  wc 
appredale  your  support.;  and 

f).  establishment    of  the  Women  Business  Owners  Corporation  which  will 
initiate  the  first  national  certification  program  for  women  business  owners. 

PrnhlpTTis  rar<»H  Ry  Wfimen  RiL'iiness  Ownprs 

Today  we  have  a  procurement  system  that  violates  the  very  premise  on 
wliich  tliis  couiitry  was  built  -  free  competition.  The  taxpayers  do  not  receive  tlae 
best  value  for  their  dollar  because  many  of  this  country's  most  efficient  and 
innovative  firms  do  not  have  the  opportiinity  to  bid  or  submit  proposals.  Many 
women-owned  busdnesses,  which  could  be  responsive  and  responsible  bidders,  are 
effectively  prevented  from  competing  fairly  in  the  $200  billion  federal  government 
market. 

This  Committee  said  it  best    in  the  "New  Economic  Realities:  The  Rise  of 
Women  Entrepreneurs"      report  it  issued  in  1989.  'The  limited  access  of  women 
owned  bu.'riness  to  government     procurement  repre.sents  a  lass  of  resources  to  our 
defense  and  industrialization  mobilization      base.  Women  business  owners  with 
qualificabons  and   experience  are  interested  in  federal       contracts   but    they    are 
hampered  by  a  lack  of  information  that  would  enable  them  to  compete.  Often,  too, 
the  attitudes  of  procurement  officials  are  to  blame.  Women       busiiiess  owners  are  not 
taken  seriously,  have  difficulty  in  achieving  credibility,  and  are  treated  with 
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patronizing  discrimination.''  This  Committee       also  found  that  women  continue  to 
confront  barriers  in  receiving  conunercial  credit  due  to  Uieir  gender,        and  that  they 
are  virtually  excluded  from     government  procurement  activities,  among  other 
things.  1 

The  impediments  faced  by  women-owned  businesses  when  they  do  business 
with  Ihe  guvemmenl      are  many.  Sexism  is  prevalenL  AH   women   who  own 
bu5nnesAe;  face  di.scriminatinn  due  to     their  gender,  but  minority  women  carry  the 
dovible  burden  of  gender  and  racial  disczimiiuition.  Their  rate  of  success  with  the 
federal    government    is    abysmal.    Women-owned    businesses         face    additional 
diallenges.  They  experience  discrimination     in  obtaining  access  to  capital.  Due  to 
this,  tliey  are  often  under-capitalized  wluch  leads      to  inefficient  operations,  and 
sometimes  prevents     them  from  being  responsible  bidders.  Obtaining  required 
insurance  and   bonding  is  an  age-old  problem.  The  government  also  sometimes 
takes  too  long  to  pay  which  has  deterred     many  women  business  owners  from 
attempting   to  serve  this  market  On  the  odier  side  of  the        coin,   purchasing 
professionjds    lack     information    about    women-owned    businesses    and    their 
capabilities.  This  problem  is  further  exacerbated  by  the     high  cost  to  women-owned 
businesses  of  making  these  officials  aware  uf  Ihem. 

As  we  approach  the  21st  Century,  women  bus^iness     owners  remain  virtually 
shut  out  of  the  federal  procurement      market   In   1993,   only    1.8%   of  federal 
government  contracts    were  awarded  to  women-owned  businesses.  This  statistic  is 
grim,  but  when  viewed  in  light  of  the  following,  it  is  completely  unacceptable. 
Tliere  are  6.5  million  women-owned  businesses  in  die  United         States.  More  Uian 
half  of  the  three  million  businesses  formed  in  the  United  States  in  each  of  the  past 
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five  years  were  started  by  women,  and  it  is  estimated  that     40%  of  all  businesses  in 
the  year  2000  will  be  women-owned  Women-owned  businesses  employ  more  than 
11  million  people,  and  operate  in  every  industry  sector.  Receipts  from  women 
owned  businesses  totaled  $224  billion  in  1^87  but  accounted  for  just  13.9      jsercent  of 
the  total  U.S.  business  receipts  reported  that  year. 

This  lackluster  earnings  record  is  no  duubl  due  in  significant  pari  to         the 
barriers  to  competition  by  women  busines,s  owners  in       the  government  market  This 
problem  is  not  new.  When  this  Committee       issued  its  report  accompanying  H.R. 
5050,   the  Women's  Business  Ovvmership  Act  of  1988,  it  stated   "the  growth  of 

women-owned  businesses  in  the  economy  is  far      outdistancing  the  government's 
use  of  their  products  and  services." 

This  disparity  is   echoed  by  women  business  owners.  Those  surveyed  by 
National  Foundation  for  Women  Business        Owners  complain  that  maintaining 
growth  is  one  of  the  most     serious  challenges  they  face.  Not  only  have  women     - 
owned  businesses  failed  to  succeed  in  the  public  contracting     arena  but  their  inability 
to  obtain  these  contracts  lias  meant  for  many  the  quick  demise  of       tiieir  businesses. 
Even  where  this  does  not  occur,  there     are  distinct  ceilings  on  the  growth  of  these 
companies.  As  the  National  Women's  Business  Council  staled         in  ils  1994  Annual 
Report  "the  success  of  a  .small  bu.siness  in  securing  federal  government         contracts 
greatly  increases  the  chances  for  the  firm's  survival  and  marketability       in  the  private 
sector." 
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Hnw  Mig  Small  Uusiness  Adminisb-ation  Has  Helped 

The  Small  Business  Administration  has  offered       an  array  of  programs  that 
have  begun  lu    help  alleviate  some  uf  the  {nxiblems  faced  by  vt/umen  business 
owners.    One  of  its  successes  is    delivering  critical  information  to  them.  It  offers 
women  business  owners  ~  and  all  small  business  owners  -  one  place  to       call  to  begin 
searching  for  procurement  opportunities,  which  helps  fill  a  critical  need.        Small 
businesses  do  not  have  the  funds  or  often      die  knowledge,  to  penetrate  the  federal 
government  bureaucracy.  Large  companies     usually  have  Washington  offices  and 
often  have  entire  departments  devoted  to  government  contracting.  The  Small 
Business  Administration  is  tiie  "Washington  office"         of  all  small   businesses. 
Numerous  small  businesses  have  al.so      benefited  from  procurement  training  and 
technical  assistance  offered    by  Local  Procurement  Assistance  Centers,  and  the 
Service  Corps  of  Retired  fcxecutives. 

The  Small  Business  Development  Centers  offer       an  electronic  procurement 
matching   program.   After   President   Qinlun  signed   FASA,        the   SBA    held    a 
nationwide  teleconference  to  inform       the  small  business  community  about  this 
sweeping  law.  To  ensure  the  goals  of  FASA  are  reached,  the  SBA  has  initiated 
federal  agency  outreach  pilot  programs.  The  SBA  will  also      publish  a  directory  of 
women-owned  businesses,  and  offer  electronic  commerce      system  training.  The  SBA 
Women's  Prequalilication  Pilot  Loan  Program  is  notable.        This  program  provides 
loans  only  to  bona  fide  women-owned  businesses.     Although  newly  launched,  it  has 
already  proven  lo  be  successful  and  popular  with  women  business  owners. 

The  SBA  Office   of  Women's  Bu.siness  Ov^mership,  now  led  by  Betsy  Myers, 
has  been  an  important  catalyst  for  needed  change.  OWBO  has  been  instrumental  in 
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negotiating  specific  annual  participation  goals  for  wonxen  business  owners  with 
federal  agencies.  Many  women  have  been  afforded  the  realistic  opportunity  to 
contract  with  the  federal  government  oiJy  through  goals  programs.  OWBO  has 
funded  demonstration  projects  which  have  provided  women  business  owners  a 
myriad    cf   procurement    services    throughout    the    coimtry.    OWBO    has  also 

collaborated  with  other  divisions  of  Ihe      SBA  to  collect  and  analyze  data  regarding 
federal  agency  compliance  with  government  goals  programs.  It  will       .shortly  issue  a 
directory  of  women's  directives  for  distribution.  The  combination  of  increased 
information,  access  to  capital  and    enforcement  of  goals  programs  has  given  women 
business  owners  more    tools  to  be  successful  in  obtaining  federal  contracts.  Without 
these  efforts,  many  of    tliem  would  never  have  gotten  on  tlie  playing  field,  much 
less  leveled  it  The    small  steps  taken  with  these  programs,  however,  must  be 
increased  significantly  if  we  ever  hope  to  see  free     competition  for  government 
contracts. 
Improvements  Which  Can  Be  Made 

1.  h'ederal  Government  Should  Contract  Ovit  Certification  of  Women 
Business  Owners  and  Target  Its  Programs  Only  to  Certified  Women-Owned  and 
Controlled  Businesses. 

Women  business  owners  involved  in  mast  federal  goals  programs  have  only 
been  required  to  be  self -certified.  A  few  businesses  have  abused  self-certification,  and 
that  abuse  has  hurt  no  one  more  than  legitimate  women-owned  and  -controlled 
businesses.  NAWBO  and  other  women's  and  minority  business  groups  have 
criticized  seK-certification  as  inadequate,  aiid  have  testified  before  Cojigress  on  many 
occasions  about  the  need  for  a  national  certification  system. 
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FASA  calls  for  tmifonn  certification  standards  and  procedures  for  women  • 
owned  businesses,  and  a  reciprocal  recognition  by  agencies  of  other  agency 
cerlificaliuns,  in  addition  to  guvemmenl-wide  5%  prime  cunlracting  and 
subcontracting  goals.  NAWBO  is  now  establishing  a  501  (c)(3)  entity,  the  Women 
Business  Owners  Corporation  which  will  undertake,  among  other  things,  a  national 
certification  program  for  use  by  the  federal  government  and  the  development  of  a 
database  of  certified  women  business  owners.  WBOC  can  help  accomplish  the 
objectives  of  FASA  duough  its  certification  program  and  development  of  uiiilorm 
standards  with  the  input  of  government  purchasing  professionals. 

WBOC's  nationwide  database  can    identify  certified  women  business  owners 
for  the  government      This   will   help   the   Administration   appropriately    target 
programsfur  women  business  owners.  In  addiliun,  this      can  be  used  to  link  women  - 
owned  firms  with  those  agencies  and  prime  contractors  that  need  their  services. 

2.  Data  Collection  and  Analysis  Must  Be  Improved. 

As  noted  by  the  National  Women's  Business  Council  in  its  1994  Annvial 
Report,  many  gaps  exist  in    the  research  related  to  the  economic  p>crfoniumcc  of 
women-owned  businesses  with  the  result  being  tlxat  "their  contributions  to  tlxe 

economy  will  continue  to  go  unrecognized  and  their  fullest  potential  unrealized." 
Furthermore,  die  Council  noted  diat  data  that  is  collected  by  the  federal  government 
relating  to  women-owned  busdnesses  has  not  been  analyzed,  is  analyzed 
inconsistently,  or  is  too  limited  in  scope.  One  of  the  specific  areas  where  more  work 
needs  to  be  done  is  in  collecting,  and  analyzing  reports  showing  how  prime 
contractors  arc  meeting  government  subcontracting  goals  for  women-owned 
businesses. 
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Conclusion 

Attached  to  this  testimony  are  letters  from  other  parties      and  statistics  which 
further  demonstrate  the  useful  work     SBA  has  been  performing.  N  AWBO  would  be 
pleased    to  respond    to  any     questions   you    may    have    and    we    appreciate    the 
opportunity  to  appear  before  you  today. 


T/its    teatinKmy    wua    prq^ared    by    Kuthlttn    T.    SchwuUie,    Co-chaiTpeTnon,    NAWBO 
Prnrurrmnit  Sprcial  hxterrM  Group,    with   thr  assistance  of  Dona  O'Bannon.   KatMrm 
Schwallie  can  be  reached  at  Chevalier  Law  Firm,  18  Encanto  Drive,  Rolling     Hills  Estates, 
California,  90274,  (Tel.)  310-530-0582  (Tax)  310-530-US3.   Dona  LTBannon  can  be  readied 
at  O'Bannon  &  Associates,    Suite  1170,  1455  Pennsylvania  Avenue,  N.W.,  Washington, 
D.C.  20004,  (Tel.)  202-628-5900  (fax)  202-628-0883. 


J  ■(  Wlomen  ore  virtually  excluded  tromgovcmment  procurement  activitx>9.  In  W9,  a  Presidential  report  identified 
laiiL  of  aL\>aci  lu  pnxTovmenl  iun(r<«L'ts  ds  one  of  the  nujur  barriers  tn-iru  women-owned  businesses.  Slill,  mure  Ihan  a 
dcoadc  Inter,  less  than  1  percent  of  Hederol  prime  contracts  were  nwordcdlo  woircn-owned  farms,  b'totenrcnl  of  Kcp. 
Patricia  .Sell meder  on  the  floorof  the  Houw  of  ReprPM^ntafive-s  on  October  21.  1991. 


176 


STATEMENT  FROM  CHANTAL  WEATHERLY-WHITE 
NAWBO'S  DENVER  CHAPTER 


"Colorado  is  one  of  sixteen  pilot  cities  for  the  prequalified  loan  guarantee 
program  specifically  designed  for  women-owned  businesses.  In  only  six 
months  of  implementation,  the  SBA  has  reviewed  36  applications  and  issued 
27  prequalification  letters  for  loans.  Out  of  these  27  companies,  16  have 
received  loans!  Denver  is  the  third  highest  in  the  US  of  the  16  sites.  This 
total  dollar  amount  loaned,  $2.1  million,  is  the  fourth  highest  in  the  nation! 
Access  to  capital  continues  to  be  in  the  forefront  of  issues  for  small  business 
owners,  and  the  SBA  is  one  of  the  only  federal  institutions  trying  to  solve  this 
problem." 
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House  Small  Business  Committee 

Oversight  Hearing  on 

Procurement  Assistance  Activities  of  the  U.S.  Small  Business  Administration 

March  2, 1995 

Written  Testimony  Submitted  by  the 

New  Mexico  Women's  Purchasing  Council 

P.O.  Box  6706 

Albuquerque,  NM  87197-6706 


The  recent  passage  of  the  Federal  Acquisition  Streamlining  Act  (Public  Law  103-355) 
provides  an  opportunity  for  needed  changes  in  several  of  the  procurement  assistance 
activities  conducted  by  the  Small  Business  Administration.  The  New  Mexico  Women's 
Purchasing  Council  wishes  to  address  two  areas  in  particular:  (1)  the  planned 
development  of  a  vendor  database  to  supplant  the  Procurement  Automated  Source 
System  (PASS)  under  FACNET;  and  (2)  training  and  technical  assistance  programs 
designed  to  ensure  that  small  business  concerns  owned  and  controlled  by  women  attain 
the  5  percent  goal  set  out  in  Section  7106(a)2(A)  of  that  law. 

(1)  Vendor  Database 

The  current  PASS  database  is  widely  considered  to  be  ineffective  by  both  small 
businesses  and  government  procurement  officers.    Small  businesses  that  have  been 
listed  for  years  frequently  complain  that  they  have  never  received  a  single  RFP  or  RFQ 
as  a  result  of  their  PASS  listing.  Buyers  complain  that  they  cannot  find  companies 
qualified  to  received  bids  or  that  the  companies  to  which  bids  are  sent  never  respond. 
The  system  limitations  we  perceive  include: 

Technical  Problem? 

inadequate  search  and  sort  capabilities 

lack  of  up-to-date  information 

slow  response  time  when  the  system  is  used  on-line 

lack  of  an  easy-to-use  graphical  user  interface 
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Data  Problems 

errors  in  SIC  and  keyword  classification 

inadequate  detail  available  with  4-digit  SIC  codes,  especially  in  high  tech 

cumbersome  data  entry  process 

inability  of  companies  to  review  their  entries  for  accuracy 

critical  fields  are  missing,  e.g.  outside  certification  information 

Design  Problems 

companies  cannot  search  the  database  to  find  one  another 

the  system  is  not  designed  for  use  by  non-federal  government  entities 

the  system  cannot  import/ export  data  to /from  other  databases 

It  is  our  understanding  that  the  PASS  database  is  to  be  supplanted  by  a  new  vendor 
database  being  created  as  part  of  FACNET,  the  system  for  electronic  commerce  for 
purchases  above  the  micropurchase  threshold  ($2500)  and  below  the  simplifed 
acquisition  threshold  ($100,000).  The  responsibility  for  this  new  database  lies  with  the 
Associate  Deputy  Administrator  for  Government  Contracting  and  Minority  Enterprise 
at  the  SBA.  The  New  Mexico  Women's  Purchasing  Council  is  concerned  that: 

•  the  new  database  design  resolve  the  problems  stated  above; 

•  small  businesses  competing  for  micropurchase  opportunities  are  listed 

•  small  businesses  wishing  to  compete  for  purchases  above  the  simplified 

acquisition  threshold  are  listed 

•  information  about  women-  and  minority-owned  status  be  retained  and 

measured  at  all  levels  of  procurement 

•  small  business  enterprises,  particularly  women-  and  minority-owned  firms, 

be  represented  on  database  design  and  review  committees 

•  small  business  enterprises  be  used  to  undertake  the  development  of  the 

database  software  and  for  the  collection  and  expansion  of  up-to-date  data. 

(2)  Training  and  Technical  Assistance  Programs 

Public  Law  103-355  establishes  a  govemment-uide  goal  for  participation  of  women- 
owned  and  controlled  businesses  at  not  less  than  5  percent  of  the  total  value  of  all  prime 
contract  and  subcontract  awards  for  each  fiscal  year.  This  is  both  an  ambitious  and 
ultimately  inadequate  goal.  Women-owned  business  enterprises  (WBEs)  comprise  33% 
of  all  the  small  businesses  in  the  United  States.  Women  are  forming  new  businesses  at 
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four  times  the  rate  of  men.  Yet,  the  current  overall  participation  rate  of  WBEs  in 
government  procurement  is  betu'een  1%  and  2%,  depending  on  the  source  of  the 
statistics.  Less  than  1/6  of  1%  of  government  contracts  over  $25,000  go  to  WBF-.S.  In 
fact,  many  WBEs  participate  in  micropurchase  opportunities  -  the  very  level  of 
government  procurement  that  will  no  longer  be  restricted  to  small  businesses. 

To  raise  the  level  of  VVBEs  overall  participation  in  government  procurement  will  take  a 
number  of  steps  involving  training  and  technical  assistance.  However,  no  funds  were 
authorized  under  the  prior  legislation  to  help  WBEs  or  agencies  achieve  that  goal. 
There  are  many  ways  that  such  funds  could  be  used: 

•  Marketing  education  programs  for  VVBEs  who  wish  to  pursue  micro-purchase 
opportunities,  demonstrating  how  to  re-structure  marketing  efforts  to  compete 
for  those  dollars; 

•  Training  on  F  ACNET/  EDI  specifically  designed  for  WBEs,  including  hands-on 
computer  training; 

•  Support  funding  for  the  purchase  of  computers,  modems,  and  software  to  ensure 
that  lack  of  technology  does  not  become  an  additional  barrier  to  participation. 

•  Enterprise  development  activities  to  enable  WBEs  to  compete  for  acquisitions 
above  the  $100,000  threshold; 

•  Educating  government  buyers  on  WBEs'  capabilities;  many  WBEs  are  qualified  to 
bid  on  larger  contracts,  but  are  not  perceived  to  be  competent,  particularly  in 
technical  fields,  due  to  preconceived  ideas  held  by  buyers. 

Large  agencies  like  the  Department  of  Defense,  GSA,  and  HHS  need  permission  to 
utilize  some  of  their  current  T&TA  funds  for  such  purposes,  since  T&TA  funds  are  now 
restricted  only  to  minority  business  assistance.  In  addition,  we  propose  that  funding  be 
authorized  and  appropriated  for  both  ongoing  activities  and  for  demonstration  projects 
at  a  minimum  level  of  $20  million /year  to  be  administered  by  the  Office  of  Women's 
Business  Ownership  at  the  SBA.  This  funding  might  be  found  by  re-allocating  funds 
within  the  SBA  and/ or  by  specif)'ing  that  some  of  the  $600  million  allocated  to  OFPP  for 
demonstration  projects  under  FASA  be  redeployed  for  this  purpose. 

Respectful!}'  submitted. 


f      JanV.immefrni 


Executive  Director 


180 


IFPA  Testimony 

Before 

The  House  Small  Business  Committee 

Hearing  on  Small  Business  Procurement  Programs 

March  2,1995 


I.         Introduction 

Independent  Forest  Products  Association  (formerly  Western  Forest  Industries  Association)  is  one 
of  three  forest  products  associations  which  represents  the  interests  of  small  family-owned  forest 
products  companies  in  this  country.  IFPA  has  a  48  year  history  of  representing  small  independent 
forest  product  companies  in  the  western  United  States.  Over  100  family-owned  sawmills,  across 
13  western  and  upper  midwestem  states,  belong  to  our  association.  Independent  forest  products 
companies  are  critical  economic  and  social  components  in  most  small  rural  communities  in  our 
country.  IFPA  members  and  other  small  business  firms  epitomize  the  meaning  of  "good"  neigh- 
bors within  these  communities.  They  provide  jobs  and  fiinding  for  local  programs,  such  as  Uttle 
league  and  other  sports,  as  well  as  concerned  citizen  activists  who  take  the  time  to  serve  on  school 
boards,  city  councils,  hospital  boards,  and  many  other  civic  organizations.  Behind  every  success- 
ful small  town  is  a  group  of  small  companies  which  truly  form  the  backbone  of  the  community. 

Long  before  1958,  when  the  Small  Business  Act  was  first  passed,  IFPA  fought  to  ensure  small 
independent  forest  product  manufacturing  companies  would  have  fair  access  to  timber  sold  off 
federal  lands.  At  the  time  the  Act  was  passed,  small  business  companies  purchased  over  75  percent 
of  the  13.2  billion  board  feet  of  timber  sold  by  the  U.S.  Forest  Service.  By  1970,  the  small  business 's 
share  of  the  Forest  Service  Tmiber  Sale  Program  had  dropped  to  just  5.8  billion  board  feet,  only  44 
percent  of  the  Forest  Service  Tmiber  Sale  Program. 

In  1971,  the  Small  Business  Administration,  with  the  U.S.  Forest  Service,  the  Bureau  of  Land 
Management,  the  Corps  of  Engineers,  the  Department  of  Defense,  the  National  Fish  &  Wildlife 
Service  and  other  federal  land  management  agencies,  jointly  developed  a  program  called  the  SB  A 
Timber  Sale  Set-Aside  Program  to  provide  a  safety  net  for  small  business.  It  was  designed  to 
ensure  large  corporate  interests  do  not  unfairly  drive  smaller  companies  out  of  the  federal  timber 
market  place.  The  SBA,  along  with  the  federal  land  management  agencies,  examined  historic 
purchasing  patterns  to  understand  how  much  federal  timber  had  been  purchased  by  large  and  small 
business  interests  within  market  areas.  From  this  data,  initial  small  business  shares  were  instituted. 
The  SBA  share  represents,  on  a  percentage  basis,  the  volume  of  federal  timber  historically  pur- 
chased by  small  business  concerns.  The  program  is  designed  to  kick  in  only  when  small  business 
interests  are  not  having  an  opportunity  to  bid  and  purchase  their  share  of  the  sales  sold  by  federal 
land  management  agencies.  It  is  also  designed  to  adjust  the  small  business  set-aside  share  every 
five  years,  or  when  a  change  in  the  structural  composition  of  the  local  market  place  occurs. 
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IFPA  understands  and  supports  Congressional  efforts  to  downsize  federal  government  and  to  make 
it  as  cost  effective  as  possible.  Congress  and  the  federal  agencies  must  find  ways  to  do  more  with 
less,  and  to  generate  increased  revenues  while  cutting  costs.  We  believe  Congress  should  look  to 
the  Small  Business  Set- Aside  Program  as  an  example  of  how  to  shrink  government  while  meeting 
the  needs  of  its  constituents.  The  program  has  reduced  staffing  in  half  over  the  last  five  years.  The 
Set-Aside  Program  is  run  with  a  small,  dedicated  staff  of  professionals  at  minimal  cost  to  the 
govertmient.  The  SBA  operates  the  program  with  only  four  professional  informational  specialists 
nationwide.  These  dedicated  professionals  also  provide  technical  expertise  for  the  SBA's  urban 
tree  planting  programs. 

Due  to  the  tracking  and  quarterly  adjustment  requirements  called  for  by  the  program,  it  is  highly 
technical  in  nature.  Resource  expertise  is  required  to  review  and  consider  virtually  every  timber 
sale  sold,  or  planned,  by  the  federal  land  management  agencies.  It  does  not  make  sense  to  have  this 
program  run  by  non-resource  professionals  or  turned  over  to  the  individual  land  management  agen- 
cies. Without  the  SBA's  technical  guidance  and  its  independent  third-party  review,  we  believe  that 
this  critical  program  would  flounder. 

We  urge  Congress  to  maintain  the  Small  Business  Set-Aside  Program  because  it  provides  a  critical 
safety  net  to  small  independent  forest  product  manufacturers  who  are  dependent  upon  federal  tim- 
ber for  their  survival.  The  program  is  well  designed  and  has  served  to  protect  small  forest  products 
companies  all  over  this  nation.  Unless  this  program  remains  viable  and  continues  to  function,  we 
believe  the  forest  products  industry  will  be  dominated  by  a  handful  of  very  large  integrated  forest 
resource  companies.  Should  that  occur,  it  will  not  be  good  for  the  economic  resiliency  of  our 
nation,  and  it  will  not  be  good  for  the  wellspring  of  much  of  our  nation's  wealth  —  its  forests.  The 
near  total  collapse  of  the  federal  timber  sale  program  is  having  increasingly  detrimental  effects  on 
the  communities  where  IFPA  members  operate  manufacturing  facilities.  Continuation  of  the  SBA 
Set-Aside  Program  is  critically  needed  to  ensure  small  independent  forest  products  con^anies 
have  an  opportunity  to  purchase  what  little  federal  timber  is  being  offered  for  sale. 

We  are  in  a  time  when  the  overall  federal  timber  sale  program  is  near  total  collapse.  The  U.S. 
Forest  Service  and  Bureau  of  Land  Management,  the  two  largest  suppliers  of  federal  timber,  are 
walking  away  fi-om  their  obligation  to  practice  multiple-use  management  on  federal  lands.  Their 
combined  timber  sale  programs  have  been  reduced  by  over  60  percent  in  the  last  six  years.  At  the 
same  time,  we  are  experiencing  unprecedented  forest  health  catastrophes.  It  has  been  estimated 
that  over  21  billion  board  feet  of  dead  and  dying  trees  have  accumulated  on  federal  forests.  This 
past  year  over  4  million  acres  of  federal  lands  were  ravaged  by  catastrophic  fire.  For  the  first  time 
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in  nearly  50  years,  annua]  harvest  rates  on  federal  land  have  fallen  below  the  level  of  annual  mor- 
tality. 

In  any  event,  now  is  not  the  time  to  do  away  with  or  make  major  changes  to  this  program.  EFPA 
urges  Congress  to  maintain  this  program  and  to  resist  making  major  changes  until  such  time  as 
federal  land  managers  become  consistent  suppliers  of  timber.  Until  all  involved  can  understand 
where,  when,  and  how  much  federal  timber  will  be  offered,  it  is  pre-mature  to  restructure  this 
program. 

n.       The  Small  Business  Timber  Sale  Set-Aside  Program 

A.         Its  Origin 

Congress  passed  the  Small  Business  Act  in  1958.  Part  of  that  Act  states: 

". .  .actual  and  potential  capacity  of  small  business  that  the  government  should  aid,  counsel, 
and  protect,  insofar  as  is  possible,  the  interests  of  small  business  concerns  in  order  to  pre- 
serve free  competitive  enterprise  ...  to  insure  that  a  fair  proportion  of  the  total  sales  of 
government  property  be  made  to  such  enterprises,  and  to  maintain  and  strengthen  the  over- 
all economy  of  the  nation."  (15  USC  631,  et  seq.) 

The  sale  of  timber  from  federal  land  (govenmient  property)  is  one  of  the  single  largest  programs 
which  sells  off  government  property.  Before  the  disastrous  actions  of  Congress  in  the  early  1990's, 
the  federal  timber  sales  generated  over  $1  billion  each  year.  At  its  peak,  the  program  generated 
over  $1.3  billion  annually  to  the  federal  treasury. 

The  1958  Act  went  on  to  say: 

". . .  Shall ...  be  awarded  any  contract  for  the  sale  of  government  property,  as  to  which  it  is 
determined  by  the  (Small  Business)  Administration  and  the  contracting . . .  disposal  agency 
...  to  be  in  the  interest  of  assuring  that  fair  proportions  of  the  total  sale  of  Government 
property  be  made  to  small  business  concerns  . . ." 

As  a  result  of  this  law  and  the  drastic  reductions  in  federal  volume  being  purchased  by  small  busi- 
ness concerns,  the  SB  A  and  federal  land  management  agencies,  in  1971,  developed  a  timber  sale 
set-aside  program  which  would  trigger  whenever  small  business  concerns  were  unable  to  purchase 
sufficient  volume  of  federal  timber  sales  to  sustain  the  economic  viability  of  the  nation's  small 
business  forest  products  companies. 
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B.        The  Original  1971  Set-Aside  Program 

As  the  Small  Business  Administration  and  federal  land  management  agencies  correctly  concluded, 
the  federal  timber  playing  field  had  become  decidedly  unbalanced.  At  the  time  the  1958  Small 
Business  Act  was  passed,  small  business  concerns  purchased  over  75  percent  of  the  13.2  billion 
board  feet  sold  by  the  United  States  Forest  Service.  By  1970,  small  business  was  only  able  to 
purchase  44  percent  of  the  1 3.0  billion  board  feet  sold  by  the  U.S.  Forest  Service.  Part  of  the  reason 
for  this  dramatic  shift  was  caused  by  the  depletion  of  harvestable  timber  on  the  industrial  forest 
lands  owned  by  this  nation's  largest  forest  products  companies.  While  these  companies  were  plant- 
ing and  doing  the  silvicultural  work  needed  to  ensure  a  long  term  sustainable  supply  of  timber,  they 
hadn't  begun  the  aggressive  planting  and  silvicultural  practices  early  enough  in  the  1940's  to  sup- 
ply their  needs  in  the  late  1990's.  As  a  result,  they  shifted  away  from  their  own  land  and  looked  to 
the  federal  forests  for  their  supplies.  Knowledgeable  experts  have  predicted  the  large  integrated 
resource  companies  will,  in  the  early  part  of  the  next  century,  turn  back  to  their  own  land  to  meet 
their  raw  material  demands. 

When  these  large  integrated  forest  products  companies  turned  to  federal  timber  supplies,  they  had 
a  distinct  advantage  over  other  small  business  concerns  who  did  not  have  land  of  their  own  to  rely 
upon.  The  large  companies  were  able  to  pay  inflated  prices  for  federal  timber  while  covering  their 
loss  with  relatively  inexpensive  timber  off  their  own  land.  That  advantage  translated  into  a  major 
shift  in  purchasing  patterns,  with  the  small  family  owned  independent  forest  products  companies 
struggling  to  find  ways  to  purchase  timber  from  what  had  been  their  single  most  reliable  source. 

The  Small  Business  Timber  Sale  Set-Aside  Program  was  designed  to  assure  small  business  con- 
cerns a  fair  opportunity  to  purchase  federal  timber  in  amounts  similar  to  historic  purchasing  pat- 
terns. The  program  takes  a  local  approach  to  understanding  purchasing  pattems  by  segmenting  the 
National  Forest  System  into  local  market  areas.  Because  most  small  business  purchasers  are  saw- 
mill oriented,  the  program  is  based  only  on  saw  timber  sold  by  the  federal  land  management 
agencies. 

For  each  maiicet  area,  the  SB  A  computed  the  purchasing  history  and  assigned  a  target  goal,  based 
on  a  percentage  of  saw  timber  sold  to  small  business  on  an  average  annual  basis.  Thus,  small 
business  shares  were  established  for  each  market  area. 

The  program  was  designed,  and  functions,  as  a  safety  net.  If  small  business  is  not  able  to  purchase 
its  "share"  of  federal  timber,  the  program  triggers.  In  the  next  six-month  period,  small  business 
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concerns  are  guaranteed  right  of  first  refusal  to  one-half  of  the  "share".  Thus,  if  the  SB  A  share  is  40 
percent  and  the  Forest  Service  offers  20  million  board  feet  in  the  market  area,  small  business  is 
offered  first  right  of  refusal  on  approximately  8  million  board  feet  of  timber  sales.  In  the  event  that 
no  bids  from  a  qualified  small  business  concern  are  received,  the  U.S.  Forest  Service  may  accept 
bids  from  any  qualified  bidder.  This  in  fact  does  occur,  and  it  provides  a  mechanism  to  ensure  as 
many  Forest  Service  sales  are  sold  as  possible.  If  after  the  first  six-month  period  of  a  triggered 
program,  small  business  continues  to  be  unable  to  purchase  its  share,  the  program  remains  trig- 
gered. From  this  point  forward,  the  Forest  Service  must  offer  small  business  its  full  SBA  share 
until  the  program  untriggers. 

Large  business  and  other  interests  who  might  want  to  build  a  new  manufacturing  site  in  a  market 
area  are  guaranteed  that  a  minimum  of  20  percent  of  all  sales  offered  will  be  open  to  all  bidders. 
This  guarantee  not  only  protects  the  interests  of  large  business,  it  allows  a  new  company  the  oppor- 
tunity to  begin  purchasing  sales  within  a  market  area.  In  market  areas  where  the  small  business 
share  is  less  than  80  percent,  the  0f)en  sale  portion  of  the  program  reflects  the  share  ratio.  Addition- 
ally, one  must  remember  that  the  program  offers  all  sales  into  the  open  market  when  the  program  is 
not  in  a  trigger  situation. 

To  protect  everyone's  interests,  the  program  has  a  recomputation  mechanism  built  in  so  that  the 
SBA  and  Forest  Service  can  recompute  the  small  business  market  share  every  five  years.  This  is 
done  by  examining  purchasing  patterns  for  the  preceding  five  year  period.  Additionally,  the  market 
share  may  be  recomputed  anytime  the  structure  of  the  industry  within  a  market  area  changes.  If  a 
small  business  is  purchased  by  large  business  concerns,  or  vise-versa,  the  Forest  Service  recom- 
putes the  market  share  and  the  program  is  adjusted. 

In  order  to  fully  appreciate  the  Small  Business  Set-Aside  Program,  one  must  constantly  remember 
that  the  program  is  only  a  safety  net.  It  does  not  dictate  how  federal  timber  is  to  be  sold.  Only  those 
sales  which  are  predominantly  saw  timber  are  included  in  the  program.  The  program  only  triggers 
when  small  business  concerns  have  been  unable  to  compete  for  sales  sold  during  the  previous  six 
month  period.  And,  when  triggered,  it  only  guarantees  a  small  business  concern  the  opportunity  to 
bid  on  the  sale.  It  does  not  set  the  price  and  does  not  preclude  large  business  concerns  from  bid- 
ding, when  small  business  concerns  do  not  express  their  interest  at  the  bidding  table.  The  program 
is  flexible  and  adapts  to  changes  in  the  local  market  areas. 

Most  people  believe  competition  should  be  based  upon  an  even  playing  field.  In  this  country,  we 
do  not  expect  1 A  high  schools  to  compete  against  4  A  high  schools  in  sports  competitions.  We  do 
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not  expect  fly-weights  to  step  into  the  rink  with  super  heavy-weights.  Small  business  concerns  in 
the  forest  products  industry  compete  with  large  business  concerns  every  day  as  they  market  their 
finished  products.  They  do  that  willingly  and  compete  quite  well.  The  SBA  Set-Aside  Program 
ensures  that  large  multi-national  integrated  forest  resource  companies  cannot  destroy  a  small  fam- 
ily-owned business  by  purchasing  all  the  federal  timber  which  becomes  available  in  a  market  area. 
If  large  business  concerns  choose  to  behave  in  a  predatory  manner,  the  SBA  Set-Aside  Program 
triggers  and  allows  small  business  concerns  a  chance  at  survival. 

C        Large  Business  Attempts  to  Kill  the  Program 

In  the  early  1980's,  the  Reagan  Administration  considered  doing  away  with  the  Small  Business 
Administration.  Many  large  business  companies  encouraged  the  Administration  to  eliminate  the 
SBA. 

During  this  same  period,  the  timber  industry  in  the  West  suffered  through  a  deep,  prolonged  market 
slump.  Large  business  interests  stopped  purchasing  federal  timber.  This  occurred  for  a  number  of 
reasons,  including  reduced  production  levels,  increased  costs  charged  by  federal  land  managers  for 
federal  timber,  and  poor  lumber  markets.  Having  dropped  out  of  the  federal  timber  market,  the 
inevitable  occurred.  Small  business  interests  purchased  an  increasing  share  of  the  federal  timber 
sale  programL 

In  1986,  when  the  normal  five  year  recomputation  showed  SBA  Set- Aside  shares  for  small  busi- 
ness increased,  the  large  business  interests  made  significant  attempts  to  kill  the  SBA  Set- Aside 
Program  As  a  result,  the  federal  land  management  agencies,  led  by  the  U.S.  Forest  Service,  pro- 
posed modifications  to  the  program.  Those  changes  included  a  mechanism  to  examine  how  much 
timber  was  purchased  compared  to  the  amount  actually  harvested  by  all  concerns.  A  new  rule  was 
developed,  and  implemented  a  mechanism  under  which  the  program  would  phase  in  when  trig- 
gered, rather  than  offering  the  entire  small  business  share  to  small  business  concerns  during  the 
first  six  month  period.  Thus,  when  the  program  now  triggers,  only  50  percent  of  the  SBA  share  is 
allocated  as  set-aside  sales  during  the  first  six  months  after  triggering.  Additionally,  if  the  program 
has  triggered,  and  remains  triggered,  through  the  end  of  the  five-year  period  any  shortfalls  in  share 
volumes  are  wiped  off  the  books  and  the  cumulative  SBA  share  starts  anew,  based  on  purchase  and 
harvest  history  for  the  preceding  five  years. 

History  shows  that  large  integrated  forest  products  companies,  who  own  forest  land  which  they  can 
depend  iipon,  have  the  ability  to  push  small  business  forest  products  concerns  out  of  business  if 
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they  so  choose.  Clearly,  these  companies  have  the  ability  to  purchase  and  control  federal  timber 
supplies  in  most  markets.  The  Small  Business  Timber  Sale  Set-Aside  Program  has  been  the  only 
mechanism  which  stands  in  the  way  of  this  predatory  behavior.  It  is  not  a  program  which  guaran- 
tees timber  sales  to  small  operators  at  bargain  prices.  In  order  to  successfully  bid  on  a  federal 
timber  sale,  all  purchasers  have  to  offer  a  bid  which  exceeds  the  minimum  acceptable  bid  level  set 
by  the  federal  land  managers.  Then,  companies  must  compete  with  each  other  by  bidding  up  the 
timber  sale. 

Unless  all  forest  products  concerns  have  equal  access  to  all  timber  supply,  public,  industrial  and 
private  non-industrial  lands,  those  who  own  their  own  forest  land  will  have  an  advantage  over  those 
who  do  not.  Over  the  last  80  years,  small  independent  sawmills  have  consistently  been  willing  to 
purchase  timber  from  federal  management  agencies.  Unlike  larger  companies  who  have  access  to 
their  own  timber  land,  the  small  independent  sawmills  have  been  the  most  important  tool  available 
to  federal  land  managers  when  those  managers  have  a  need  to  harvest  timber. 

It  is  likely,  given  private  timber  land  growth  and  yield  models,  many  of  the  larger  integrated  big 
business  concerns  will  become  less  interested  in  federal  land  as  their  own  land  begins  to  produce 
more  saw  timber  in  the  early  part  of  the  new  century. 

D.        The  Clinton  Administration  Promises  Help,  But  Fails  to  Produce 

As  the  CUnton  Administration  began  to  deal  with  the  Northern  Spotted  Owl  controversy  in  the 
Pacific  Northwest,  it  recognized  that  whatever  changes  were  made,  the  existing  market  dynamics 
would  be  modified.  Within  the  draft  forest  plan  for  the  Pacific  Northwest,  President  Clinton  in- 
cluded the  following  statement: 

"Recognizing  that  under  conditions  in  which  federal  timber  sales  will  be  reduced  steps 
must  be  taken  to  ensure  that  the  remaining  federal  sales  are  targeted  to  the  communities 
and  businesses  that  are  most  dependent  on  federal  lands.  The  land  management  agencies 
and  Small  Business  Administration  will  report  back  tome . . .  The  economic  initiative  will 
assist  secondary  wood  manufacturers  and  create  significant  numbers  of  new  jobs  by  ensur- 
ing that  timber  supply  form  the  region 's  federal  laruls  is  processed  by  these  companies. " 

DFPA  and  other  associations  interested  in  small  business  programs  worked  hard  to  encourage  the 
Clinton  Administration's  promised  relief  Within  draft  versions  of  The  Forest  Plan  for  a  Sustain- 
able Economy  and  Sustainable  Environment  report  are  proposals  to  drastically  change  the  SBA 
program.  Sadly,  this  report  is  bottled  up  within  the  White  House.  To  date,  nearly  two  years  later, 
the  report  is  un-released  and  the  small  business  concerns  in  the  Pacific  Northwest,  who  struggle  for 
their  very  survival,  have  given  up  hope  that  the  Clintons  will  fulfill  their  commitments. 
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The  problems,  which  the  Clinton  Administration  correctly  recognized  two  years  ago,  still  remain 
today.  Rural  communities,  where  most  small  business  concerns  operate,  have  been  devastated  by  a 
95  percent  reduction  in  federal  timber  supplies  in  the  states  of  Oregon,  Washington  and  California. 
In  many  instances,  the  Small  Business  Set-Aside  Program  has  been  the  only  mechanism  which 
stands  between  small  business  concerns  and  bankruptcy.  Unfortunately,  a  small  business  share  of 
federal  timber  sales  does  little  good  when  federal  land  managers  fail  to  offer  any  timber  sales, 
which  has  been  the  case  on  some  forests. 

Rather  than  continue  our  efforts  with  the  Clinton  Administration,  IFPA's  members  have  chosen  to 
focus  on  the  base  problem.  We  are  now  working  to  encourage  Congress,  land  management  agen- 
cies, and  others  to  focus  on  the  health  of  our  federal  forests.  It  is  our  belief  that  a  program  which 
removes  dead  and  dying  timber,  along  with  a  portion  of  the  net  growth  which  our  federal  forests 
experience  annually,  will  do  far  more  to  help  small  business  than  any  of  the  changes  proposed  by 
the  Clinton  Administration. 

m.      The  Timber  Sale  History 

The  health  of  the  forest  products  industry,  both  large  and  small  business  interests,  depends  upon  the 
amount  and  type  of  timber  available  for  harvest.  In  this  country,  contrary  to  the  popular  perception, 
far  more  timber  is  available  for  harvest  than  has  existed  at  any  other  time  this  century.  Today,  we 
grow  more  timber  than  is  harvested  and\or  dies.  This  trend  holds  true  for  all  ownerships  across  all 
regions. 

To  understand  small  business  forest  products  companies,  one  must  consider  where  they  get  the 
timber  they  need  to  nm  their  businesses,  and  how  the  various  suppliers  behave.  Large  business 
interests  get  the  timber  mostly  from  their  own  lands.  Then,  to  a  lesser  extent,  in  descending  order 
of  importance,  they  rely  on  other  industrial  forest  lands,  non-industrial  lands,  and  public  lands. 
Small  business  concerns,  particularly  in  the  West,  are  almost  wholly  dependent  upon  federal  timber 
supplies  for  their  survival.  In  recent  years,  they  too  have  been  forced  to  compete  for  timber  from 
the  non-industrial  landowners. 

A.        Federal  Timber  Supplies 

The  federal  government  has  been  a  consistent  and  reliable  supplier  of  timber  since  1955.  The  U.S. 
Forest  Service  sold  between  10  and  13  billion  board  feet  each  year  from  1958  until  1989.  Prior  to 
that,  they  worked  up  from  a  3.4  billion  board  foot  level  in  1950  to  the  13.2  billion  board  foot  level 
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of  1958.  Beginning  in  1989,  outputs  from  Forest  Service  lands  have  been  reduced  each  year, 
mainly  due  to  poUtical  reasons,  to  a  44  year  low  of  3.045  billion  board  feet  in  1994.  The  reductions 
in  federal  timber  supplies  have  been  exacerbated  by  a  shift  away  from  saw  timber  to  smaller  non- 
saw  timber  products. 

As  this  data  suggests,  the  single  most  important  action  this  Congress  could  take  to  benefit  small 
business,  would  be  to  increase  the  overall  timber  sale  levels  off  federal  land.  An  80  percent  share  of 
3  billion  board  feet  does  little  for  a  company  when  over  half  of  the  volume  sold  is  non-saw  timber 
products  and  only  a  share  of  the  saw  timber  is  du-ected  to  small  business  concerns. 

B.        Industrial  and  Non-Industrial  Private  Timber  Supplies 

The  two  other  sources  of  timber  supplies  for  forest  products  companies  are  the  industrial  forest 
lands  owned  by  the  large  business  interests  and  non-industrial  forest  lands  which  are  owned  by 
thousands  of  small  landowners.  On  the  national  level,  31  percent  of  all  timber  harvests  occur  from 
industrial  private  forest  lands.  Approximately  48  percent  of  the  total  harvest  in  this  country  are 
produced  off  private  non-industrial  lands,  and  21  percent  comes  from  public  lands. 

To  understand  the  importance  of  the  volume  grown  on  these  lands,  one  must  realize  that  unlike 
federal  lands,  the  private  landownerd  are  free  to  han-est  as  much  of  the  timber  growing  on  their 
land  as  they  choose.  Thus,  net  growing  stock  data  from  the  United  States  Forest  Service  Forest 
Resource  of  the  United  States  technical  manual  RM-234  sheds  some  light.  According  to  that  pub- 
lication, the  amount  of  net  growing  stock  on  industrial  forest  lands  has  grown  from  488,755  million 
board  feet  in  1952  to  528,810  million  board  feet  of  growing  stock  in  1992.  Thus,  the  amount  of 
growing  stock  increased  by  nearly  8  percent  since  1952.  The  data  on  non-industrial  private  lands  is 
even  more  impressive.  In  1952,  it  is  estimated  there  was  1,142,185  million  board  feet  of  growing 
stock  on  non-industrial  private  lands  in  the  United  States.  By  1992,  non-industrial  growing  stocks 
had  increased  by  a  little  over  40  percent  to  1,928,295  million  board  feet  of  growing  stock. 

At  this  same  time,  growing  stocks  on  the  national  forest  system  have  been  increasing  steadily  since 
1952.  Today,  between  5  and  6  billion  board  feet  of  timber  die  annually  on  our  national  forests. 
Congressionally  directed  federal  timber  sale  programs  have  fallen  to  less  than  4  bilhon  board  feet 
annually.  Meanwhile,  the  net  growth  (gross  growth  minus  mortality  and  harvest)  has  increased  to 
nearly  17  billion  board  feet  annually.  The  total  harvest  off  U.S.  Forest  Ser\'ice  lands  amounted  to 
less  than  1  percent  of  the  total  growing  stock  on  those  lands. 
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rV.       Condition  of  Small  Federally  Dependent  Forest  Products  Companies 

As  previously  discussed,  the  amount  of  volume  purchased  by  small  business  concerns  off  the  fed- 
eral lands  has  steadily  declined  over  time.  In  1958,  small  business  concerns  purchased  over  75 
percent  of  all  timber  sold  by  the  U.S.  Forest  Service.  By  1970,  that  percentage  had  dropped  to  44 
percent.  In  1993.  small  business  concerns'  saw  timber  purchases  equalled  only  33  percent  of  total 
sales  volume  sold  by  the  Forest  Service. 

Saw  timber  is  the  commodity  which  sawmills  depend  upon  for  their  survival.  The  agencies  are 
moving  away  from  a  saw  timber  based  program  to  one  that  supplies  very  httle  of  the  material 
needed  to  manufacture  lumber.  Over  the  last  6  years,  an  increasing  proportion  of  the  U.S.  Forest 
Service  Timber  Sale  Program  is  non-saw  timber  products.  The  following  table  demonstrates  the 
insidious  reductions. 

U.S.  Forest  Service 
Timber  Sale  Program  Data 

1987  - 1993 
In  Millions  of  Board  feet 


1987 
TmiberSold  11,318 

Saw  timber  Sold         9.960 


ercent       1989 

8.414 

88%       6.671 


Percent 


1991 
6,394 


1993 
4,515 


When  one  considers  the  double  whammy  of  a  reduced  timber  sale  program  and  a  program  which 
has  moved  away  from  saw  timber,  the  SB  A  Set-Aside  share  is  viewed  in  a  different  light.  As  many 
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of  our  members  point  out,  80  percent  of  a  zero  sales  program  is  zero.  Conversely,  when  one 
considers  that  as  recently  as  1987,  small  business  concerns  in  this  country  were  able  to  purchase  9.9 
billion  board  feet  of  saw  timber  off  our  national  forests,  it  is  not  difficult  to  understand  why  compa- 
nies struggling  to  survive  are  so  concerned  that  the  Set-Aside  Program  be  continued. 

The  situation  for  all  federally  dependent  sawmills  in  the  western  United  States  is  very  bad.  Since 
1980,  over  382  sawmill  and  plywood  manufacturing  facilities  have  shut  down  in  the  states  of  Or- 
egon, Washington,  California,  and  Idaho.  Over  33,770  employees  of  those  mills  were  put  out  of 
work.  Nearly  60  percent  of  those  closures  (239  mills),  and  89  percent  of  the  jobs  lost  (30,202), 
occurred  in  the  last  four  years. 

Sixty-six  percent  of  the  239  primary  wood  products  mills  that  closed  over  the  last  four  years  where 
owned  by  small  business  concerns.  This  closure  data  does  not  tell  the  entire  story  concerning  the 
impacts  of  the  federal  timber  curtailments.  Over  the  last  thirty  years,  the  number  of  small  business 
sawmills  in  California  have  been  reduced  by  over  80  +  percent.  In  1960,  there  where  approxi- 
mately 25  large  business  concerns  which  purchased  approximately  30  percent  of  the  federal  timber 
sold  in  the  state.  There  were  hundreds  of  small  business  forest  products  manufacturers  who  pur- 
chased the  rest.  Today,  less  then  twenty  small  business  concerns  struggle  to  purchase  30  percent  of 
the  Forest  Service  volume  sold  in  the  state.  Without  the  Small  Business  Set-Aside  Program,  it  is 
quite  possible  that  all  the  remaining  small  business  mills  in  California  would  have  been  forced  out 
of  business. 

When  a  small  single  plant  operation  experiences  the  drastic  decline  in  timber  supply  which  have 
occurred  in  the  western  United  States,  it  is  almost  impossible  to  survive.  Over  183  small  commu- 
nities, where  the  primary  manufacturers  played  a  significant  role  in  the  economic  viability  of  the 
community,  have  lost  forest  products  manufacturing  facihties  over  the  last  four  years.  Communi- 
ties in  the  states  of  Washington,  Oregon,  and  Cahfomia,  where  the  federal  timber  sale  programs 
crashed  in  1991  due  to  Northern  Spotted  owls,  have  been  devastated. 

Unlike  other  parts  of  the  country  where  forest  land  ownership  is  more  evenly  distributed  between 
public,  industrial,  and  private  non-industrial  landowners,  in  the  West  the  collapse  of  the  federal 
program  has  spelled  disaster  for  the  solid  wood  manufacturing  sector. 

As  the  following  table  displays,  the  percentage  of  federal  land  within  a  state  does  not  always  cor- 
rectly portray  the  importance  of  the  Forest  Service  Timber  Sale  Program.  In  fact,  in  every  western 
state,  the  federal  timber  program  is  more  important  to  the  sawmill  in  the  state  than  indicated  by  the 
ratio  of  federal  lands  to  non-federal  lands. 
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Total  Timber  Land  and  Total  Volume  Production 


State 

(on  a  percentage  basis) 

State 

Percent  of  Lands  Entrusted  to          Percent  ^ 

Federal  Managers 

Arizona 

68^ 

California 

542 

Colorado 

72.1 

Idaho 

77.6 

Montana 

62.4 

New  Mexico 

63.9 

Oregon 

60.2 

South  Dakota 

69.5 

Utah 

80.7 

Washington 

44.8 

Wyoming 

66.6 

Percent  of  Total  Volume  Produced 

72.7 
68.0 
82.7 
83.4 
73.3 
71.6 
75.6 
79.7 
85.4 
59.6 
80.8 


When  between  70  and  80  percent  of  all  timber  harvested  in  these  states  in  1993"  came  off  federal 
lands,  one  sees  the  importance  of  federal  timber  to  western  forest  products  companies.  The  federal 
government  controls  between  45  and  80  percent  of  the  productive  forests  lands  within  these  states. 
This  data  shows  why  the  drastic  reductions  in  federal  timber  supplies  are  a  concern  to  western 
small  business  concerns. 

Unless  the  Congress  does  something  to  help  ensure  the  federal  government  becomes  a  reliable  and 
consistent  supplier  of  timber,  the  Small  Business  Set- Aside  Program  will  not  serve  its  intended 
purpose.  Additionally,  the  federal  land  management  agencies  must  ensure  their  timber  sale  offer- 
ings are  economic  and  that  small  business  purchasers  are  capable  of  competing  for  such  sales. 

The  federal  timber  sale  program  is  not  on  a  gentle  glide  slope.  Rather,  the  federal  timber  program 
has  dropped  out  of  the  sky  like  a  crippled  airline.  The  question  is  not  whether  the  vehicle  is  going 
to  crash,  the  question  is  —  are  there  going  to  be  any  survivors.  Unfortunately,  most  of  the  passen- 
gers on  that  airliner  (66  percent  in  the  last  four  years)  are  small  business  owners. 


Without  a  strong  functioning  SBA  Set- Aside  Program,  the  answer  is  very  obvious.  Those  who  own 
their  own  land  (the  largest  integrated  forest  management  companies)  are  likely  not  only  to  survive, 
but  flourish.  It  is  no  wonder  that  some  large  corporations  have  little  interest  in  seeing  federal 
timber  sale  programs  getting  back  on  track. 
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V.         The  Importance  of  Small  Business  Set-Aside  Program 

As  previously  discussed,  the  SBA  Set-Aside  is  a  safety  net  which  helps  small  independent  forest 
products  companies  survive  during  periods  when  larger  integrated  corporations  make  attempts  to 
push  them  out  of  business. 

Although  many  view  the  forest  products  industry  as  monolithic,  and  most  cannot  think  of  more 
than  three  or  four  forest  products  companies,  the  vast  majority  of  companies  within  the  industry  are 
small  business  entities.  It  has  been  estimated  that  there  are  over  10,000  forest  products  companies 
in  this  country.  Well  over  9,000  of  those  companies  are  small  family-owned  companies  with  very 
close  ties  to  the  communities  in  which  they  are  located.  The  diversity  of  the  forest  products  indus- 
try gives  it  incredible  strength  in  the  international  market  place. 

Much  of  the  real  innovation  which  has  occurred  within  the  forest  products  industry  has  been  spear- 
headed by  small  business  firms.  Innovations  in  manufacturing  and  land  management  are  most 
often  undertaken  by  small  independent,  risk-taking  companies.  After  these  folks  perfect  the  tech- 
nology, the  larger  corporations  then  adopt  the  practice.  Without  a  healthy,  resilient  small  business 
community,  some  of  the  greatest  innovations  in  forest  land  management  might  not  have  occurred. 
Many  of  the  engineering  advances  related  to  the  production  of  lumber  and  plywood  occurred  as  a 
result  of  the  small  business. 

The  Small  Business  Set- Aside  Program  has  allowed  companies  which  have  been  handed  down  for 
three,  and  sometimes  four  generations,  to  flourish.  These  are  family-owned  businesses  that  put 
everything  they  have  back  into  the  communities  in  which  they  live;  companies  whose  employees 
are  active,  both  politically  and  socially,  within  the  communities.  People  who  work  hard  from  sun- 
up to  sun-down  to  make  their  businesse  a  success,  and  then  volunteer  late  into  the  night  to  make 
their  town  a  success. 

Members  of  IFPA  are  active  in  their  communities,  on  school  boards,  library  and  hospital  boards, 
serve  on  city  councils,  volunteer  for  a  wide  range  of  civic  group  activities,  and  provide  countless 
dollars  worth  of  support  for  local  community  sports  teams.  In  many  communities,  if  you  ask  the 
local  residents  why  their  community  is  a  success,  they  will  point  to  a  small  business  forest  products 
company. 

Small  business  and  community  stability  is  enhanced  by  the  SBA  Small  Business  Set-Aside  Pro- 
gram. Without  the  safety  net  it  provides,  larger  companies  have,  and  will  continue,  to  push  small, 
less  capitalized  companies  out  of  existence. 


A.        Family  Wage  Jobs  Are  the  Answer 

As  federal  timber  supplies  have  diminished,  many  contend  the  economic  well  being  of  the  rural 
western  communities  will  be  improved.  Any  number  of  studies  on  recreation  based  economic 
development  point  out  the  fallacy  of  such  programs.  To  begin,  towns  where  recreation  has  become 
the  mainstay,  find  they  must  build  much  more  infrastructure  than  the  year-round  population  can 
support.  If  the  town  becomes  very  popular,  many  of  the  traditional  town  members  can  no  longer 
afford  to  live  there.  Time  Magazine,  in  its  September  5,  1994  addition,  highlighted  the  town  of 
Telluride,  Colorado,  where  the  average  service  worker  can  no  longer  afford  housing.  Many  of  these 
workers  were  found  to  be  living  in  cars,  tents,  abandoned  mines  and  old  shacks. 

An  October  1993  Smithsonian  analysis  of  the  economic  challenges  faced  by  northern  California 
coastal  communities,  as  a  result  of  Congress's  designation  of  the  Redwood  National  Park,  points  to 
the  same  problems.  In  its  August  1989  report  called  Behind  the  Glitter,  the  Southeastern  Woman's 
Employment  Coalition  concluded  the  shift  away  from  a  traditional-based  economy  in  Gatlinburg, 
Tennessee  was  a  "flawed  economic  development  strategy".  In  each  instance,  the  loss  of  family 
wage  jobs,  as  a  result  of  the  closure  of  the  traditional  commodity  based  industries,  has  hurt  the 
community. 

Many  have  marvelled  at  the  economic  miracle  in  Oregon.  At  a  time  when  its  number  one  industry 
(the  forest  products  industry)  is  contracting,  the  state  is  enjoying  strong  economic  growth.  The  hi- 
tech  industry  is  heralded  as  being  far  superior  to  the  jobs  provided  by  the  forest  products  industry. 
While  it  is  true  that  the  average  wage  paid  in  the  hi-tech  industry  is  enticing,  one  must  look  behind 
the  veneer.  Yes,  hi-tech  provides  a  high  average  wage,  nearly  as  good  as  those  jobs  which  have 
been  lost  in  the  forest  products  sector.  But,  look  at  the  nature  of  the  jobs.  For  every  high  paying 
computer  programming  job  or  engineering  position,  there  are  four  or  five  minimum  wage  assembley 
jobs.  Most  Oregonians  are  not  trained  as  computer  scientists  or  engineers.  Thus,  after  working  for 
a  good  portion  of  their  careers  in  the  timber  industry  for  $15  to  $18  doUars  per  hour,  these  people 
must  now  accept  assembly  positions  which  pay  a  fraction  of  the  wages  and  benefits  they  once 
earned  in  the  forest  products  industry. 

If  the  federal  govemment  would  strive  to  manage  the  land  entrusted  to  it,  rather  than  locking  up  85 
percent  of  the  federal  lands  in  the  Pacific  Northwest,  you  can  only  image  the  economic  boom 
Oregon  and  Washington  could  enjoy.  No  on  argues  changes  in  federal  land  management  need  to 
occur,  but  the  changes  implemented  in  the  President's  forest  plan  have  devastated  many  of  the  rural 
communities  and  may  have  the  same  impact  on  the  very  forests  it  professes  to  protect. 
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VI.       The  Set- Aside  Program  Must  Be  Maintained 

In  order  to  ensure  small  business  concerns  survive  the  1990's,  Congress  should  undertake  two 
simple  steps. 

A.  Work  to  Increase  the  Sale  of  Timber  from  Federal  Lands 

The  forest  health  conditions  on  the  forests  in  the  West  are  deplorable.  Each  year,  it  is  estimated  that 
in  excess  of  5  billion  board  feet  of  timber  die  and  rot  on  our  national  forests.  The  jobs  created  and 
economic  benefits  which  could  be  accrued,  simply  from  the  sale  of  this  dead  and  dying  timber, 
could  keep  many  small  business  concerns  operating.  The  economic  activity  generated  through  the 
sale  of  this  volume  would  help  the  rural  communities  in  the  western  United  States  thrive. 

B.  Maintain  the  SBA  Timber  Sale  Set-Aside  Program 

Until  federal  timber  supplies  stabilize  and  federal  land  management  agencies  fulfill  their  responsi- 
bility to  manage  our  federal  forests,  small  business  will  continue  to  suffer.  Congress,  and  members 
of  this  Committee,  must  work  to  fmd  ways  to  ensure  our  national  forests  are  managed  to  enhance 
their  overall  health,  as  well  as  to  increase  the  amount  of  timber  sold  by  federal  land  managers. 

Until  such  time  as  other  sources  of  timber  become  available  to  small  business  concerns,  the  SBA 
Set- Aside  Program  offers  hope  to  many  companies  struggling  to  survive  the  turbulent  close  of  this 
century.  In  some  instances,  the  few  federal  timber  sales  which  are  set-aside  by  the  program  are  the 
only  thing  which  stand  between  a  company  and  a  predatory  takeover  by  one  of  the  large  corporate 
forest  companies. 

The  federal  timber  sale  program  is  in  a  period  of  change.  Until  the  federal  timber  supply  situation 
settles  out  and  becomes  clear,  IFPA  urges  Congress  to  maintain  the  Small  Business  Administration, 
as  well  as  the  SBA  Timber  Sale  Set-Aside  Program. 

Finally,  we,  the  members  of  the  Independent  Forest  Products  Association,  want  to  remind  you  of 
the  importance  of  maintaining  the  existing  staff  within  SBA  who  administer  this  program.  No- 
where in  federal  government  will  you  find  a  program  which  is  run  with  as  few  staff  and  as  effi- 
ciently as  the  SBA  Timber  Sale  Set-Aside  Program. 
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Vn.      Conclusion 

We  appreciate  the  opportunity  to  provide  testimony  concerning  this  very  important  program.  We 
support  finding  ways  for  all  federal  agencies  to  improve  their  efficiency.  We  also  fully  support 
efforts  to  cut  federal  spending.  At  the  same  time,  we  believe  the  SBA  Set- Aside  Program  is  one  of 
the  most  successful  and  important  programs  in  government.  IFPA  urges  Congress  to  maintain  this 
program.  However,  for  the  program  to  operate  effectively,  the  federal  land  management  agencies 
must  become  more  reliable  suppliers  of  timber.  As  previously  stated,  we  believe  Congress  should 
do  more  to  increase  the  federal  timber  sale  programs. 

With  the  health  of  our  forests  in  decline,  nearly  6  billion  board  feet  of  trees  die  and  rot  in  our 
national  forests  each  year.  An  increased  saw  timber  program  would  be  good  for  small  business,  but 
more  importantly,  it  would  be  good  for  the  forests. 

EFPA  and  its  members  feel  very  strongly  that  the  SBA  Set-Aside  Program  is  the  best  program 
within  the  Small  Business  Administration.  It  has  a  history  of  protecting  small  business  interests,  it 
is  run  by  a  small  professional  staff  in  a  very  cost  effective  manner,  and  has  fulfilled  the  original 
intent  of  the  Small  Business  Act  of  1958. 

We  do  not  believe  Congress,  or  the  SBA,  should  make  major  changes  to  this  program  until  such  a 
time  as  federal  timber  supplies  stabilize. 
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